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                                                         ABSTRACT  
 
Small and medium enterprises (SMEs) are considered an important contributor to the economy 
in South Africa, as they are seen to be contributing towards the reduction of unemployment. 
However, they are sometimes burdened by regulations, one of which is tax compliance. Small 
businesses in South Africa can be liable for more than one type of tax depending on the type 
of the business registration and nature of business activities. In order to comply with tax 
regulation, small businesses often incur costs, for example payments for outsourced accounting 
and taxation services. Research has shown that these costs can be a burden for small businesses 
in monetary terms, and therefore deter the creation and growth of some of these businesses. 
Therefore, government and the South African Revenue Service (SARS), in an effort to 
stimulate the creation and growth of these businesses, have introduced initiatives to assist small 
businesses to reduce their tax compliance costs.  
 
The purpose of this study was to understand how the factors of tax compliance cost affect a 
small community of guesthouse owners in Mafikeng in terms of their perceived burden of 
complying with tax laws. Furthermore, to gauge their awareness of the initiatives available to 
small businesses to reduce tax compliance costs, and to determine whether some initiatives 
introduced by SARS to reduce tax compliance costs for small business are perceived to be 
effective by them and to explain the reasons why these initiatives are used/not used. 
 
The study followed a qualitative approach. Data was collected by means of a questionnaire and 
semi-structured face-to-face interviews with participants. Questionnaires were first 
administered to the participants and then semi-structured, face-to-face interviews were 
conducted with the owners of the guesthouses who agreed to be interviewed. Participants were 
guesthouse owners and managers. 
 
The findings of the study were that factors that affect small business’ tax compliance cost, 
evident for this population of guesthouse owners in Mafikeng, were mostly in line with 
literature. The results also showed that participants of the study were mostly not aware of the 
initiatives introduced by SARS to reduce tax compliance costs that were available to them. As 
to whether the awareness of these initiatives would lead to their utilisation, there was a mix of 
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According to the South African Revenue Service (SARS) compliance programme of 2012/13 
to 2016/17, small businesses play an important role in creating jobs, alleviation of poverty, 
stimulation of economic activity, and the general upliftment of living standards within 
communities in South Africa (SARS, 2013). However, regulation, which includes tax 
compliance by small businesses, seems to be one the deterrents of the formation and growth of 
these businesses (SARS, 2013). Naicker and Rajaram (2019), in their study of the effectiveness 
of tax initiatives, stated that tax compliance is perceived to be a big regulatory burden for small 
businesses, and therefore discourages small business to enter the formal economy by 
registering for tax. Entry into the formal economy would expose them to more business 
opportunities, resulting in growth for small businesses. 
 
Mabhoza (2014) states that the challenges most small businesses face when it comes to tax 
compliance, are mainly cashflows and administration of these taxes. He maintains that small 
businesses cannot raise funding easily from financial institutions and have to rely on the 
owner’s cash reserves to fund the costs of being tax compliant. Therefore, small businesses that 
aim to grow will always struggle if they have to fund this growth themselves (Mabhoza, 2014). 
Mabhoza (2014) therefore argues that most small businesses are likely to find tax compliance 
costs burdensome if they have to rely on their cash reserves to fund these compliance costs as 
they would rather use these funds to grow their businesses. In an effort to encourage the 
formation and growth of small business, SARS has introduced initiatives that aim to make 
small business tax obligations simpler and at the same time, to entrench in small businesses a 
culture of voluntary compliance (SARS, 2013). These initiatives appear to be mostly aimed at 
empowering the small business owners to handle their tax compliance functions themselves 
instead of hiring a bookkeeper or accountant or paying an external practitioner a fee for 
administrative tasks and other tax compliance functions that could be easily handled by the 
owner or manager. This will, in turn, reduce their tax compliance costs and save them money, 
which they can invest back into the business. However, although some studies have been 
performed in South Africa on the tax compliance burden of small business, it is not clear 





A review of several studies on the burden of tax compliance costs of small businesses in South 
Africa and other countries in recent years, reveals support for Mabhoza’s views described in 
the introduction section above. This section refers to a number of these studies and provides 
some detail of the typical costs incurred by small business in South Africa in their effort to 
meet their tax obligations. 
 
Research done by Abrie and Doussy (2006) on tax compliance obstacles encountered by small 
and medium enterprises in South Africa found that the for small businesses that desire to 
comply with tax regulation the complexity of a tax system can be a hindrance. Small business 
can be liable for different taxes and for them to comply with these taxes, businesses must obtain 
the required documentation and submit returns on the prescribed forms on time. Compliance, 
therefore, demands a huge amount of administration (Abrie & Doussy, 2006). If the 
requirements are not met or specific information cannot be provided timeously on request, it 
could result in fines, penalties or the levying of interest by the tax administration. Their research 
also seems to support the argument that the compliance requirements of a tax system are a 
stumbling block towards the growth of small businesses in South Africa (Abrie & Doussy, 
2006). In addition, their study found that most small businesses outsourced the tax functions, 
which has inevitable cost implications and adds significantly to their tax burden (Abrie & 
Doussy, 2006). 
 
Foreign Investment Advisory Services (FIAS) (2007) conducted a study on tax compliance 
burdens of small businesses in South Africa, using tax practitioners as participants to the study. 
Their finding is that most small businesses use tax practitioners to prepare and file the tax 
return, which increased their external costs. External costs are costs that result from payments 
to accountants or bookkeepers to handle the businesses’ tax affairs. The study also revealed 
that from a cost and time perspective, registering for value added tax (VAT), and preparing, 
completing and submitting VAT returns take the longest and cost the most. The tax 
practitioners participating in the FIAS study further reported that “penalties and interest 





With respect to both income tax and employees’ tax, it was found that even though the tax 
practitioners sometimes made the errors themselves, it was the capturing and processing errors 
by SARS that were more burdensome (this was before most taxpayers used efiling for income 
tax and returns were submitted manually to SARS). The time taken to follow up on SARS for 
the correction of these errors by the tax practitioners was the most burdensome aspect (FIAS, 
2007). Venter and de Clercq (2007) conducted a study on tax compliance burden for small, 
medium and micro-establishments in the business services industry in Gauteng. The study 
found that the majority of small, medium and micro-enterprises (SMMEs) in the business 
services sector outsource their tax responsibilities due to lack of skills and time. Such 
outsourcing adds to an increase in tax compliance costs of small business, as the tax 
practitioners would charge for their services. 
 
Coolidge (2010) conducted a survey on tax compliance costs of small and medium-sized 
enterprises (SMEs) in South Africa, and found that businesses, especially small ones, in 
addition to the tax payments burden, they frequently face hefty costs in the process of 
preparing, filing and paying taxes. These compliance costs, together with fines, demands for 
bribes, penalties, and the risks of tedious inspections, often deter business creation and growth 
in developing and transition countries (Coolidge, 2010). The studies described above seem to 
agree that the administration of taxes in South Africa creates compliance costs that are a burden 
to small businesses. In another study, Ndlovu (2015) compared the tax compliance burden and 
tax incentives for SMEs in South Africa with those of the UK and the USA. The study found 
that SMEs in these three countries are facing similar challenges as far as the tax compliance 
cost is concerned (Ndlovu, 2015). 
 
It is suggested that it is against this background that SARS has introduced a number of 
initiatives to address the tax compliance burden of small businesses in South Africa. Although 
the author of the present research acknowledges that the purpose with the initiatives may not 
have been solely to reduce tax compliance costs, the study is based on the premise that the 
initiatives that are investigated have the potential to reduce compliance costs. The initiatives 






Examples of such initiatives over the last 19 years are the introduction of e-filling services, 
small business desks at SARS branches, mobile clinics, taxpayer workshops, introduction of 
higher registration threshold for taxes such as VAT, introduction of turnover tax, tax tables for 
small businesses and many more that will be discussed in detail in the literature review chapters 
of the present study. 
 
Further to the facts above, a study by Smulders and Naidoo (2013) queries whether SARS has 
implemented some initiatives to reduce the tax compliance burden of small businesses as were 
suggested by other tax compliance cost studies in South Africa. The authors interviewed an 
official from SARS and from the South African Institute of Chartered Accountants (SAICA) 
to obtain confirmation on whether the initiatives have been implemented or not. Their study 
revealed that SARS has, in most cases, attempted to implement most of the initiatives that were 
recommended in tax compliance costs studies (Smulders & Naidoo, 2013); however, it does 
not conclude on the effectiveness of these initiatives.  
 
1.3 DEFINITION AND CATEGORIES OF COMPLIANCE COSTS  
 
Evans, Ritchie, Tran-Nam and Walpole (1998: 97) define ‘pure’ compliance costs as costs that 
are “directly incurred by taxpayers in meeting the requirements of the tax law. These include 
taxpayers' own labour, unpaid family or friend assisting with tax return submission and internal 
staff costs, costs of external advisers, and incidental or overhead costs such as specific travel, 
stationery, postage and computer use incurred by taxpayers”. Hanefah, Ariff and Kasipillai 













Figure 1.1:  Categories of costs 
 
 
Source: Author’s own illustration based on Hanefah et al. (2002) 
 
Internal costs 
Internal costs are associated with the amount of time used by the employees in recording, 
preparing and maintaining information for professional advisers, completing tax-related forms 
and dealing with revenue authorities on matters regarding inquiries, objections and appeals 
(Hanefah et al., 2002). 
 
External costs 
External costs emerge from payments made to obtain the external services of accountants, 
lawyers or bookkeepers. Small businesses require these services in order to comply with the 
tax laws and regulations, including filing annual tax returns (Hanefah et al., 2002).  
 
Incidental costs 
Incidental costs include postage costs, telephone calls and travel in order to communicate with 
advisers or the tax authorities. Incidental costs are considered insignificant by most researchers 
and therefore not much has been written on these costs (Hanefah et al., 2002). Since incidental 
costs are considered insignificant, the investigation in the present study only emphasises 















1.4 FACTORS AFFECTING TAX COMPLIANCE COSTS 
 
Various studies have been conducted on the factors of tax compliance costs over the years in 
order to understand the tax compliance burden of small businesses. In 2012, researchers from 
South Africa (Smulders, Stiglingh, Franzen & Fletcher), Australia (Lignier & Evans), New 
Zealand (Gupta & Sawyer) and the United Kingdom (Hansford & Hasseldine) collaborated on 
a study on factors that affect tax compliance costs of small businesses in these countries. These 
studies, and others, found that the factors that influence tax compliance costs are owners’ 
characteristics, which comprise skills and levels of education; complexity of tax legislation; 
dependency on external services; tax authorities’ interactions with taxpayers; and accounting 
and computerisation practices (Attorney General, 2007; Shaw, Slemrod & Whiting, 2008; 
McKerchar, Hodgson & Walpole, 2009). To illustrate how one of these factors may have an 
adverse effect on compliance cost, the example of complexity of tax legislation is briefly 
mentioned.  
 
According to Venter and de Clercq (2007), the changing nature of tax legislation means 
business owners must either spend a great deal of time on understanding how to adhere to 
changes, or incur costs to attract the services of a competent practitioner. Consequently, the 
effect this factor has is an increasing cost of compliance.  
 
In the population under study in the present research, it needs to be determined whether the 
factors of tax compliance costs, as suggested in the literature, are relevant and are having an 
effect on their cost of complying with tax legislation. The literature on the factors of tax 
compliance cost are reviewed in detail in Chapter 3, where three categories of factors are 
identified, namely owner characteristics; business characteristics; and tax and accounting 
system factors.  
1.5 PROBLEM STATEMENT  
 
As argued earlier, it appears that SARS has taken the findings and recommendations of 
different studies on tax compliance costs over the years seriously and have attempted to 
implement most of the initiatives to reduce these costs. However, to the author’s knowledge, 
no studies on whether these initiatives to reduce tax compliance costs are perceived to be 
effective or beneficial by small businesses have been conducted in the North West Province.  
7 
 
Therefore, it is still unknown whether SARS’s initiatives have succeeded in reducing tax 
compliance costs. The present study aims to fill this gap by outlining the initiatives currently 
in place in South Africa, and then determining whether their introduction has met or is 
perceived to have met their intended purpose in reducing tax compliance costs of small 
businesses. The study is conducted as a case study of a specific type of small business within 
a particular geographic location, namely guesthouses in Mafikeng. Since the factors that 
influence tax compliance cost are suggested to be intricately linked to individuals’ decisions 
on whether and how they could reduce the costs of being compliant, the study further aims to 
explore and investigate the relevance and effect of factors that influence tax compliance cost 
for this particular population. 
 
 1.6 RESEARCH OBJECTIVE  
 
The objective of this study is to understand how the factors of tax compliance cost affect a 
small community of guesthouse owners in Mafikeng in terms of their perceived burden of 
complying with tax laws, and to determine whether some initiatives introduced by SARS to 
reduce tax compliance costs for small business are perceived to be effective by them. The 
effectiveness of these initiatives will be evaluated based on two perspectives: 1) the level of 
awareness by these owners of the SARS initiatives and 2) whether the owners have exploited 
any of these initiatives or will exploit these initiatives once being made aware of it. The study 
further aims to explain the reasons why these initiatives are used/not used. 
 
1.7  RESEARCH QUESTIONS 
 
The study will attempt to address the following research questions:  
 
1)How are ‘owner characteristics’ and ‘business characteristics’ as factors of tax compliance 
costs exhibited in the population under investigation and how do these factors influence the 
cost of complying with taxes for this population? 
 
2) How relevant are the following factors of tax compliance costs, and how do they affect the 
cost of complying with tax laws for the population of guesthouse owners under study? 
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• Tax system factors (tax authorities’ interactions, dependency on tax practitioners/external 
service providers, nature of taxes). 
• Accounting system factors (computerised or manual systems, ease of integration into tax 
authority systems). 
 
3) Are the guesthouse owners in Mafikeng aware of some of the SARS initiatives to reduce tax 
compliance cost of small businesses, and what are the reasons for utilising/not utilising these 
initiatives? Initiatives that are investigated include taxpayer education workshops, small 
business helpdesk, SARS website, mobile tax units, e@syFile™ Employer software, and find a 
tax practitioner. 
 
1.8  RESEARCH METHODOLOGY  
 
The study is a case study and follows a qualitative research approach. Saldana (2011:3) defines 
qualitative research as “an umbrella term for a wide variety of approaches to and methods for 
the study of natural social life”. The information or data collected and analysed is usually non-
numerical, consisting of text materials such as documents, interview transcripts and field notes 
and/or visual materials such as artefacts, photographs, video recordings, and internet sites. All 
these can be used to document human experiences about oneself and others in a social setting.  
 
Data were collected in two phases. The first phase entailed a survey of guesthouses by means 
of a questionnaire. The questionnaire was used to collect some demographic and other 
information and also served as a means to identify participants who agreed to be interviewed. 
The second phase consisted of interviews that were conducted by the researcher with some 
guesthouse owners and followed a semi-structured, face-to-face interview approach. Further 









1.9 MOTIVATION FOR THE STUDY 
 
The present study may contribute to our understanding of the tax compliance burden of small 
businesses in the ways described below. 
1) A theoretical contribution in terms of understanding how factors that affect tax compliance 
costs are relevant for this particular population of guesthouse owners in Mafikeng. The findings 
will add empirical evidence to the literature on the effect of some of these factors on the tax 
compliance cost burden. 
2) A practical contribution in terms of recommendations to SARS on how to increase the 
awareness of taxpayers of initiatives to reduce tax compliance costs available to small 
businesses. 
3) An understanding of the reasons for and the implications of not utilising some of the 
initiatives that are currently implemented to reduce tax compliance costs for small businesses 




The following delineations apply to this study: 
1) The present study is limited only to guesthouses in Mafikeng, including bed-and-breakfasts 
and lodges, but excluding hotels. 
2) The population/sample consists of only owners and managers of these guesthouses.  
3) The study focused on the initiatives that are based on the general administration of tax and 
not tax technical theory or principles that would require specific technical tax knowledge. 
4) Most initiatives considered in this study were based on the preparation and submission of 
the following key taxes: VAT, income tax, turnover tax and employees’ tax. Any other forms 
of taxation were not considered. 
5) Only initiatives applicable to the small businesses in South Africa were considered. 
6) The study focused on initiatives that are already implemented for small business in South 
Africa, not proposed initiatives. 
7) The initiatives applied in this study are not exhaustive; there could be other initiatives that 





1.11 LIMITATIONS OF THE RESEARCH 
 
A total number of 35 guesthouses were approached for the purposes of this study; however, 
only 18 participants agreed to be part of the study with only six agreeing to be interviewed 
further. Therefore, this very small sample size is a limitation and the findings of this study are 
not meant to be generalised to the entire population of guesthouses in South Africa or small 
businesses in general in South Africa. This study is explorative in nature and only investigated 
a small population in a specific geographic area in order to add to our understanding of the 
effectiveness of initiatives SARS introduced to reduce tax compliance costs of small 
businesses. 
1.10   STRUCTURE OF THE RESEARCH 
 
The remainder of this dissertation is structured as outlined below. 
 
Chapter 2 
The chapter details the design, approach and research methodology used in order to address 
the research objectives and questions, the data collection method that was followed and how 
the data collected was analysed. The research methodology used was qualitative in nature, data 
was collected by means of questionnaires and interviews and analysed thematically.  
 
Chapter 3 
The objective of this chapter is to identify and discuss the factors that influence tax compliance 
costs of small businesses in South Africa and in other countries such as Australia, New Zealand 
and the United Kingdom. It also provides a detailed analysis and a summary of comparison of 
factors that increase tax compliance costs in these countries. The countries were chosen 












The chapter summarises the extent of the perceived tax compliance burdens of small businesses 
in South Africa and in other countries and also discusses initiatives introduced by SARS to 
reduce these tax compliance costs. It also highlights the technical and non-technical initiatives, 
with much more emphasis on the non-technical initiatives, taking into account the nature of the 
population in this study, owners or managers of guesthouses who would not necessarily be 
knowledgeable about complex tax legislation.  
 
Chapter 5 
This chapter presents an analysis and discussion of responses to the questionnaire and the 
interviews. The results address the factors that increase tax compliance costs as exhibited by 
the population under investigation, the reasons for lack of awareness of these initiatives and 
the implications of not utilising the initiatives. 
 
Chapter 6 
The chapter provides an overall summary and conclusions drawn from the research in 
accordance with the research questions. Recommendations and possible areas for further 








The purpose of this chapter is to describe the research process and to outline and discuss the 
methodology used in undertaking this research. The chapter is structured as follows: first a 
description of the research design is presented, where after the population and sampling are 
described. The data collection process, data analysis, validity and reliability as well as ethical 
considerations then follow. The purpose of study is to understand how the factors of tax 
compliance cost affect a small community of guesthouse owners in Mafikeng in terms of their 
perceived burden of complying with tax laws, and to determine whether they perceive some 
initiatives introduced by SARS to reduce tax compliance costs for small business to be 
effective. The reasons why these initiatives are used or not are also explored. 
 
In pursuit of this research goal, a qualitative approach was followed. Literature suggests that 
the most common methods used to collect data within the tradition of qualitative research are 
participant observation, interviews, focus groups and case studies. Saunders, Lewis and 
Thornhill (2009) state that qualitative researchers often use multiple forms of data in a single 
study to help them answer their research questions. These might be interviews, observations, 
objects, written documents, audio-visual material and electronic entities such as emails and 
internet websites. Therefore, for the purposes of this study, a questionnaire with close-ended 
and open-ended questions as well as interviews were used to collect data. The analysis of data 
was done using mainly qualitative methods.  
 
2.2 RESEARCH DESIGN  
 
Maree (2016:72) defines research design as a “plan or strategy that moves from the underlying 
philosophical assumptions to specifying the selection of participants, the methods to be used 
for gathering data and the analysis of that data collected”. Leedy and Ormrod (2015:23) define 
research design as a “carefully planned itinerary of the route the reasearcher takes in order to 
reach their final destination which is the research goal”, while Saunders et al. (2009:136) 
describe the research design as a “general plan of how the researcher will go about answering 
their research question(s)”.  
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This plan should contain clear objectives, derived from research question(s), specify the 
sources from where data is to be collected, and consider the constraints that the researcher 
might have met, for example money, time, access to data, and location as well as discussing 
ethical issues (Saunders et al., 2009). 
 
Therefore, all these authors agree that the research design is a ‘plan’ that ultimately leads to 
answering the research question(s), whether expected or unexpected. In other words, the 
research design should communicate clearly what data is required, data-collection methods to 
be used, analysis of data and how all this information is going to answer the research 
question(s).  
 
In order to achieve the stated research objective, this study will be guided by the following 
research questions: 
 
1)How are ‘owner characteristics’ and ‘business characteristics’ as factors of tax compliance 
costs exhibited in the population under investigation, and how do these factors influence the 
cost of complying with taxes for this population? 
 
2) How relevant are the following factors of tax compliance costs, and how do they affect the 
cost of complying with tax laws for the population of guest house owners under study? 
• Tax system factors (tax authorities’ interactions, dependency on tax practitioners/external 
service providers, nature of taxes). 
• Accounting system factors (computerised or manual systems, ease of integration into tax 
authority systems). 
 
3) Are the guesthouse owners aware of some of the SARS initiatives to reduce tax compliance 
cost of small businesses, and what are the reasons for utilising/not utilising these initiatives? 
Initiatives that are investigated include taxpayer education workshops, small business 
helpdesk, SARS website, mobile tax units, e@syFile™ employer software, and find a tax 
practitioner. 
 
In the section that follows, the research design is to be explained under the following 
subheadings: research paradigm, research approach, data collection method, population, data 
analysis, reliability and validity and ethical considerations.  
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2.2.1 Research paradigm  
 
Kaushik and Walsh (2019) state that the term ‘paradigm’ is the basic set of beliefs that guide 
the actions and define the worldview of the researcher. Pragmatism is one such paradigm. 
Kaushik and Walsh (2019) noted that as a research paradigm, pragmatism is based on the 
premise that a researcher should use the methodological approach that works best for the 
particular research problem under investigation. The present study is situated within a 
pragmatic research paradigm; it follows a qualitative approach, and therefore questionnaires 
and interviews were used as data collection methods. The questionnaires were used as a means 
to select participants who will be further interviewed. This is the methodology that the 
researcher of the current study found most appropriate to answer the research questions and to 
achieve the aim of the study. Although pragmatism is normally associated with mixed-methods 
research (Baran & Jones, 2016), the present study only mixed data collection techniques and 
did not perform a mix of quantitative and qualitative techniques in the analysis of the data. 
 
2.2.2 Research approach 
 
The overall framework within which the study is approached, is that of a case study. Robson 
(2002:178), as cited in Saunders et al. (2009), defines a case study as “a strategy for doing 
research which involves an empirical investigation of a particular contemporary phenomenon 
within its real life context using multiple sources of evidence.” The case study strategy, 
according to Saunders et al. (2009), also has a considerable ability to generate answers to the 
question ‘why?’ as well as the ‘what?’ and ‘how?’ questions. It is for this reason that the case 
study strategy is most often used in explanatory and exploratory research. The case selected 
for the present study is guesthouse owners or managers in the Mafikeng area and the 
investigation centres around their tax compliance cost burden and their awareness of SARS 
strategies to assist them in their complying with tax laws. 
 
The data collection techniques employed in a case may be varied and are likely to be used in 
combination. They may include, for example, interviews, observation, documentary analysis 
and questionnaires (Saunders et al., 2009). The present study made use of questionnaires, 
where after selected participants were interviewed to obtain more in-depth information to 




Within this case study as framework, the study employed a qualitative approach. Saunders et 
al. (2009) stated that qualitative is mainly used to describe any data collection techniques or 
data analysis procedures that can be used to generate or use non-numerical data. Data other 
than words, such as pictures and video clips, can also be referred to as qualitative (Saunders et 
al., 2009). In the present study, the questionnaire’s purpose was to gather mainly qualitative 
data and then interviews augmented the information obtained with the questionnaire.  
 
2.3 POPULATION AND SAMPLING 
 
2.3.1 Population  
 
Saunders et al. (2009) describe a population as a full set of cases from which a sample is taken. 
The population, as determined by the case study, is guesthouse owners or managers in 
Mafikeng. Mafikeng is the capital city of the North West Province. The town is surrounded by 
rural villages governed by the tribal system of authority and the typical economic activities in 
the area are game farming, guesthouses and vegetable farming (Taletso, 2016). The North West 
contributed approximately 6% to South Africa’s gross domestic product (GDP) in 2017 
(StatsSa, 2017).  
 
Subsequent to mining, government is one of the biggest sectors in the North West (Statistics 
South Africa (StatsSa), 2017). Most provincial government head offices and departments are 
in Mafikeng, thereby making government one of the biggest employers in Mafikeng (StatsSa, 
2017). It is common knowledge in Mafikeng that some of the departments within the North-
West University, Mafikeng Campus and some government department’s use the guesthouses 
for workshops, conferences, award ceremonies and end-of-year functions. The office of the 
Auditor General uses the guesthouses for their employees based in Potchefstroom and 
Rustenburg, who frequently assist at the Mafikeng office. The general public uses the 
guesthouses for weddings and parties. This means guesthouses are economically active 






An online search for accommodation options in Mafikeng, excluding hotels, has resulted in 53 
names of guesthouses and/or bed-and-breakfast establishments advertised on different 
websites. Most of them are properly sign posted along the major routes and are within the same 
vicinity as shown on Google Maps. Therefore, this town provides a sufficient sample frame 
required to provide information to this intended study and the guesthouses are a viable 
population in which to explore the effectiveness of SARS initiatives.   
 
2.3.2 Sampling  
 
Maree (2016:162) defines a sample as a “subset of the population consisting of a predetermined 
number”. Similarly, Bryman, Bell, Hirschsohn, Dos Santos, Du Toit, Masenge, Van Aardt and 
Wagner (2014) define a sample as “the segment or subset of the population that is selected for 
investigation”. The sample frame for the present study consists of small business owners in 
Mafikeng who operate guesthouses. The process of selecting a sample entailed the use of 
purposive sampling. According to Saunders et al. (2009), purposive or judgemental sampling 
enables the researcher to use judgement when selecting a sample to select participants who will 
best be able to answer research question(s) and to meet the research objectives. Bless, Higson-
Smith and Sithole (2013) described purposive or judgemental sampling as a method based on 
the judgement of the researcher depending on the characteristics of a representative sample. 
The researcher selects a sample on what is considered to be typical units. The strategy is to 
select units that are considered to be the most common under investigation (Bless et al., 2013). 
 
To this researcher’s knowledge, there seems to be no existing database of small business 
owners of guesthouses in Mafikeng. Therefore, a list of the guesthouses was compiled from 
the guesthouse listings on different websites, such as www.booking.com, www.safarinow.com, 
www.sa-venues.com, www.travelground.com, www.roomsforafrica.com, 
www.tripadvisor.co.za and www.wheretostay.co.za. This is the reason why purposive 
sampling is selected, because it is difficult to use any method of probability sampling where 
the researcher needs to select a sample on a random basis. According to Bryman et al. (2014), 
the goal of purposive sampling is to sample cases/participants in a strategic way, so that those 





The whole population of 53 guesthouses was selected as a sample because the population is 
small and similar in terms of the business operations. Other factors considered in the decision 
to choose the whole population are that some respondents might refuse to participate in the 
study or the guesthouse is non-operational.  
2.4 DATA COLLECTION PROCEDURES AND COLLECTION INSTRUMENT 
 
Data for this study was collected firstly by means of a questionnaire. DeVaus (2002), as cited 
in Saunders et al. (2009), described a questionnaire as a general term that includes all 
techniques of data collection in which participants are asked to respond to the same set of 
questions in a predetermined order. A self-designed questionnaire was used to collect data in 
the current study. Questionnaires were distributed by two fieldworkers to the guesthouses. The 
researcher provided the fieldworkers with a list containing the names of the guesthouses in 
Mafikeng that were sourced from the different websites. Fieldworkers used the GPS to find the 
location of the guesthouses. Fieldworkers approached the guesthouses without an appointment 
and requested to either speak to the owner or manager to explain the purpose of the visit. 
Owners or managers who agreed to participate in the study were left with the questionnaires to 
complete them in their own time and the fieldworkers collected them later in the week. The 
questionnaire contained both open- and close-ended questions.  
 
With an open ended question, respondents are asked a question to which they must provide a 
response in their own words, for example: If you are not involved in the tax function of the 
business, please explain why. With closed-ended questions, respondents are presented with a 
set of fixed alternatives from which they have to select an appropriate answer (Bryman et al., 
2014). The type of questions asked in the questionnaire were to determine what type of taxes 
the guesthouses were registered for, whether they used tax practitioners or not, and which 
initiatives that were introduced by SARS they are aware of.  
 
Interviews were used to collect data for the second phase of this study. The researcher needed 
to interview owners or managers who handled their own tax functions, because it is assumed 
they would probably be aware of and utilise these initiatives. However, only two of the 
participants who completed questionnaires mentioned that they handled their own tax 




Therefore, the researcher interviewed the participants who did not handle their own tax 
functions to determine what the reasons are why they are not aware of the initiatives SARS 
introduced to reduce tax compliance costs, and whether they would utilise some of the SARS 
initiatives once they are aware of them. This was still important to do as this would give SARS 
an understanding of what the intended recipients of these initiatives think of them. 
 
Maree (2016: 93) defines an interview as “a two-way conversation in which the interviewer 
asks the participant questions to collect data and to learn about the ideas, beliefs, views, 
opinions and behaviours of the participant”. Maree (2016) further notes that if used correctly, 
interviews can provide a valuable source of information as the aim is to see the world through 
the eyes of a participant. Literature refers to categories of interviews as unstructured, semi-
structured and structured interviews. Crano, Brewer and Lac (2015) describe the unstructured 
interview (exploratory interview) as an interview that encourages interviewers to freely 
generate questions and interviewees to freely respond to these questions. Merriam and Tisdell 
(2016) indicate that the structure of semi-structured interviews is that it consists of an interview 
guide that includes a mixture of more or less structured interview questions.  
 
Crano et al. (2015) state that, in a structured interview, the interviewer prepares the list of 
questions and the same questions are asked in the same order for all interviews. This type of 
interview is considered the most systematic form of interview. The researcher is discouraged 
from deviating from the standardised script.  
 
For the purposes of this research, a semi-structured interview approach is followed. A 
questionnaire with similar questions was prepared; the researcher, who was the interviewer, 
asked the participants the same questions, and the responses were recorded via digital recorder. 
This method was chosen because it allowed for flexibility, and the list of questions was used 
to guide the interview process since specific data was required from all participants. The 








2.5 DATA ANALYSIS PROCEDURE 
 
Saunders et al. (2009) state that, generally, statistical procedures are used to analyse data that 
has been collected by means of quantitative methods such as data collected from questionnaires 
or other instruments in quantitative research methods. Baran and Jones (2016) state that 
descriptive statistics together with simple graphics analysis form the basis of virtually every 
quantitative analysis of data. Descriptive statistics are tabular, graphical and numerical methods 
by which essential features of a sample can be described. With descriptive statistics, the 
researcher simply describes what is or what the data shows (Baran & Jones, 2016).  
Although these same methods can be used to describe entire populations, they are more often 
applied to samples in order to capture population characteristics by inference. As such, 
descriptive statistics are used to describe the basic features of the data in a study, such that they 
provide simple summaries about the sample and the measures (Baran & Jones, 2016). This 
approach was followed in the present study during the analysis of the questionnaires. The use 
of tables was employed to present the findings of the questionnaires and to describe the 
population in terms of certain characteristics. However, the emphasis of the analysis was to 
interpret data from the case study qualitatively to arrive at an understanding of the effect of 
certain factors of tax compliance cost and to determine the effectiveness of some initiatives 
introduced by SARS to reduce tax compliance costs for small business.  
 
Bless et al. (2013) describe the steps as summarised in Table 2.1 to be followed when analysing 
qualitative data. Table 2.1 below presents the steps that were used during the analysis of the 
interviews. 
 
Table 2.1: Steps to analyse qualitative data 
Step 1: Immersion in the data  
 
 
Data collected by the researcher from the audio 
recordings was listened to and transcribed by the 
researcher by typing all the responses of each participant 
down after each question. In this way, all the responses 
for all the participants to the same questions were typed 





The transcript was then read to create a mental picture 
of the whole dataset. This was done in order to 
familiarise the researcher with the data available. Ideas 
of how to group responses that are similar started to 
emerge at this stage.  




Data that shared common characteristics was broken 
into fragments. The participants’ responses that were 
almost similar were then grouped together under the 
same question, and then themes were identified from 
these groupings of the participants’ responses.  
For example, time was a common theme when 
participants were asked why they do not handle their 
own tax functions. 
Step 3: Interpretation of results  
 
 
After the responses were grouped together and themes 
identified, the results were ready for interpretation. The 
results were interpreted using the research objectives, 
research questions and literature review. 
Source: Author’s own interpretation based on Bless et al. (2013) 
 
Saunders et al. (2015) refer to this type of analysis as a thematic analysis. In the present study, 
the data collected via interviews was analysed thematically by following the steps described in 




Rose (2014) states that validity at its most basic is about whether the research findings are 
really about what they claim to be. One of the techniques to assess validity frequently used in 
qualitative research is whether or not the questionnaire and interview questions actually 
measure what they are supposed to measure (Maree, 2016). In this study, the questions for the 
questionnaire and interviews were derived from the literature review in Chapters 3 and 4 to 
ensure that only the questions that are relevant to the research topic are used. In addition, the 
participants’ responses were recorded on the questionnaire and interviews were recorded to 






Rose (2014) states that reliability in research is concerned with the stability and consistency of 
the measures that the researcher uses. For example, in a questionnaire or during the interviews, 
the researcher wants to be confident that the research question gives the same results if it is to 
be repeated. Maree (2016) states that reliability has to do with the consistency or repeatability 
of an instrument; in this case, a questionnaire and the interview guide. High reliability is 
obtained when the instrument gives the same results if the research is repeated on the same 
sample. 
 
For the purposes of this research, the questionnaire was piloted with two small-business owners 
in Gauteng before data was collected. The same questions were asked to all participants. The 
interview guide was prepared for use during interviews to ensure that participants were asked 
similar questions. After the participants’ responses were grouped together during data analysis, 
themes were identified and the researcher’s supervisors reviewed them for credibility.  
 
2.8 ETHICAL CONSIDERATIONS 
 
According to Bless et al. (2013), the humane and sensitive treatment of research participants 
who may face varying degrees of risk by research process, is what research ethics place an 
emphasis on. Saunders et al. (2009) explain that research ethics relate to how questions about 
the research topic are formulated and clarified, how research is designed and how to gain access 
to the participants, collect, process and store data, and eventually analyse data and write up the 
research findings in a moral and responsible way. Therefore, the researcher has to ensure that 
the design of research is both methodologically sound and morally defensible to all those who 
are involved (Saunders et al., 2009). 
 
When human participants are used as a sample/population, ethical considerations are likely to 
arise. In this study, the population is human participants, and therefore the ethical standards as 






2.8.1 Informed consent 
 
The first phase of the study involved the use of a questionnaire. Two fieldworkers approached 
the guesthouses in person and requested the potential participants whether they would like to 
participate in the study. The participants were informed that participation in this study is 
voluntary and they are free to decline. This information was mentioned on the cover letter that 
was attached to the questionnaire. The cover letter also gave a brief explanation of the purpose 
of the study and assurances of anonymity and confidentiality. The participants were requested 
to provide a telephone number at the end of the questionnaire if they were willing to be 
interviewed further by the researcher. For the second phase, the interviews, the potential 
participants were contacted telephonically or in person by the researcher to request an interview 
and explain the background and process of the research. The researcher assured the participants 
that the researcher is independent (not acting on behalf of any organisation) and that 
information gathered is purely for the purposes of the master’s study. Participants were assured 
that no personal information of any participant at any stage of the research will be made 
available to anyone. The interviews were recorded after permission was first sought by the 
interviewer. Four of the six participants agreed to be recorded and two participants declined to 




The participants did not write their names or the name of the guesthouse anywhere on the 
questionnaire. The names of the participants were also not used anywhere during the interviews 
recordings. The individual responses were kept confidential. Only information in summarised 
format for purposes of reporting on research objectives was transcribed.  
 
2.9 ETHICAL CLEARANCE 
 
The researcher applied for ethical clearance from the university ethics committee before any 
data collection was embarked on. Ethical clearance was granted by the UJ School of 





2.10   SUMMARY 
 
The chapter detailed the research methodology in terms of the approach to the study and the 
process that was followed to collect data. This process included the use of questionnaires and 
interviews in an attempt to answer the research questions. The next chapter presents the review 
of the literature on the factors that influence tax compliance costs. This chapter serves as a 









Small businesses are generally faced with innumerable regulations. One of the regulations that 
small businesses have to comply with is tax regulations. Small businesses have to incur costs 
to comply with these regulations. A study by the New Zealand Inland Revenue Department 
(IRD) in 2016 on small and medium enterprises’ (SMEs) compliance costs, stated that a key 
measure of how the IRD meets its goal of making it easier and more efficient for businesses to 
meet their tax obligation, is the costs of complying incurred by SMEs. SARS, in their 
compliance programme of 2012/13 to 2016/17, claims that one of its aims is to make small 
businesses’ tax obligations simpler (SARS, 2013). This should have the effect of lowering their 
compliance burden and associated compliance costs.  
 
To understand the tax burden as result of compliance costs that small businesses are faced with 
and the impact of these costs on small businesses, various research studies have been 
conducted. The consensus seems to be that tax compliance costs are regressive in nature and 
therefore an onerous burden for small businesses. Big businesses are more likely to have in-
house tax departments with technical support that will handle all the companies’ tax matters. 
The nature and extent of compliance costs, whether actual or perceived, are determined by the 
distinctive features of the individual small businesses and their engagement with the external 
environment (Mabhoza, 2014).  
 
The purpose of this chapter is to identify and discuss the factors that influence tax compliance 
costs of small businesses by reviewing earlier studies on tax compliance costs conducted in 
Australia, New Zealand, the United Kingdom and South Africa. These four countries were 
selected because they all have a small business tax regime with information available from the 
literature on previous studies and a tax structure that seems similar to one another. Another 
reason for selecting these four countries was that, in 2012, researchers from these countries, 
Australia (Lignier & Evans), New Zealand (Gupta & Sawyer), South Africa (Smulders, 
Stiglingh, Franzen & Fletcher) and United Kingdom (Hansford & Hasseldine) collaborated in 
a study on tax compliance costs of small business that contributed to a larger international 




Factors such as owner characteristics that comprise skills, levels of education, and accounting 
knowledge, nature of tax, complexity of tax legislation, dependence on tax practitioners, 
reliance on external services, tax authorities’ interactions and computerisation and accounting 
systems have been identified in tax compliance burden studies as factors that increased 
compliance costs (Attorney General, 2007; Shaw, Slemrod & Whiting, 2008; McKerchar, 
Hodgson & Walpole, 2009). An awareness and understanding of these factors may have 
consequently prompted the introduction of initiatives by SARS such as providing record 
keeping for small businesses for certain taxes such as VAT and turnover tax, availability of 
registration forms for taxes online, small business helpdesk, mobile tax units, mobiApp etc.  
 
Some studies refer to the factors as drivers or determinants of tax compliance cost, but for the 
purposes of this study, the word factors will be used.  
 
The chapter proceeds as follows: Firstly, the concepts of compliance costs and small business 
are defined. Thereafter, a number of earlier studies conducted in the four countries identified 
above are systematically reviewed in order to compile a list of factors generally associated with 
tax compliance cost. The chapter concludes with presenting a table summarising the factors as 
they were pointed out to be of relevance in each country. 
 
3.2 DEFINITIONS  
 
3.2.1 Compliance costs 
 
Evans, Ritchie, Tran-Nam and Walpole (1998: 97) define ‘pure’ compliance costs as costs that 
are “directly incurred by taxpayers in meeting the requirements of the tax law. These include 
taxpayers' own labour, unpaid helper and internal staff costs, costs of external advisers, and 
incidental or overhead costs such as specific travel, stationery, postage and computer use 
incurred by taxpayers.”  
 
Sandford, Goodwin and Hardwick (1989) as cited by Lignier, Evans and Tran-Nam 
(2014:221), define compliance costs “as costs incurred by the taxpayer in meeting the 
requirements laid on them by the tax law and revenue authorities.” Compliance costs, therefore, 
are costs associated with the hours spent in preparing tax returns, administrative expenses, and 
any amount spent on the payments of the services of tax consultants (Hanefah, Ariff & 
Kasipillai, 2002).  
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Therefore, in essence, the two definitions speak to the same thing, that compliance costs arise 
as a result of businesses complying with regulations, specifically tax legislation. 
 
Hanefah et al. (2002) categorised these further as: internal costs, external costs, and incidental 
costs. Internal costs are associated with the amount of time used by the employees in recording, 
preparing and maintaining information for professional advisers, completing tax-related forms 
and dealing with revenue authorities on matters regarding inquiries, objections and appeals. 
External costs emerge from payments made to obtain the external services of accountants, 
lawyers or bookkeepers. Small businesses require these services in order to comply with the 
tax laws and regulations, including filing annual tax returns. Incidental costs include postage 
costs, telephone calls and travel in order to communicate with advisers or the tax authorities. 
Incidental costs are considered insignificant by most researchers, and therefore not much has 
been written on these costs (Hanefah et al., 2002). Only internal and external compliance costs 
are to be addressed in this study. 
 
3.2.2 Small business 
 
It is acknowledged internationally that there is no universally accepted definition of small and 
medium size businesses. Most studies on tax compliance in South Africa therefore use the 
definition found in the National Small Enterprise Act, 1996 (Act No. 102 of 1996) as amended. 
 
Small enterprise is defined by the National Small Enterprise Act of 1996 as follows: 
A separate and distinct business entity, together with its branches or subsidiaries, if any, 
including co-operative enterprises, managed by one owner or more predominantly 
carried on in any sector or subsector of the economy and classified as a micro-, a very 
small, a small or a medium enterprise. 
 
This definition is relevant for the purposes of this study because the population that will be 
investigated are considered to be small enterprises operating within the catering, 
accommodation and other trade sector. In all the sectors or sub-sectors of the economy that are 
mentioned in the National Small Enterprise Act, the key criteria for determining whether the 
enterprise can be classified as medium, small, or micro are based on the number of employees 
(full-time paid employees or equivalent of full-time paid employees) and the total annual 




A medium-size business under the sector catering, accommodation and other trade, is defined 
as a business that has a total full-time paid employee compliment of 250 or less. A small 
business has 10 to 50 employees, and a micro-business has ten employees. The maximum 
turnover for a medium-size business is R40 million and less, small businesses R35 million or 
less, and micro has a turnover of R5 million and less (Department of small business 
development, 2019).  
 
The population for the present study consists of small businesses in Mafikeng operating as 
guesthouses. The population will most likely be classified as small businesses with 10 to 50 
employees or micro-businesses with a maximum turnover of R5 million with fewer than 10 
employees. 
 
3.3 FACTORS INLUENCING SMALL BUSINESS TAX COMPLIANCE COSTS 
 
After tax compliance costs were labelled as the “hidden costs of taxation” by Sanford in 1973, 
it became a popular field of international study, thanks to the efforts of many tax scholars 
around the world, particularly Sandford (Sandford, 1973; Sandford & Hasseldine, 1992; 
Sandford, 1995). Using the methodology refined by Sandford, a large number of empirical 
studies on tax compliance costs were published. According to Evans, Ritchie, Tran-Nam and 
Walpole (2000), tax compliance cost studies have spread from ‘initial’ countries (United States 
of America, Canada, Germany and the United Kingdom) to virtually all parts of the globe over 
the past four decades. 
 
Previous research has provided much evidence regarding the importance of tax compliance 
costs for small and medium enterprises (SMEs) in most Organisation for Economic 
Cooperation and Development (OECD) tax jurisdictions. Sandford (1973) pioneered 
contemporary research in this area and later Sandford et al. (1989) examined the cost of 
complying with valued added tax (VAT) and other taxes for taxpayers in the United Kingdom 
(UK) in the 1970s and 1980s. Many OECD and non-OECD countries have since undertaken 
further empirical research of tax compliance costs after Sandford’s seminal work in 1973. Pope 
(1995), Evans et al. (1998), Tran-Nam et al. (2004), McKerchar et al. (2006), and Lignier and 
Evans (2012) have done extensive work and published a number of studies on the costs of tax 




The factors that influence tax compliance costs will be discussed below per country. As 
explained previously, these countries were selected based on the extensive research done on 
tax compliance costs of small businesses and their comparable tax structures.  
 
3.3.1 Australia  
 
In 2007, the Australian Attorney General commissioned a report on tax compliance costs of 
small businesses. The purpose of the report was to consider the regulatory compliance costs 
faced by small business in Australia, with a specific emphasis on tax compliance costs 
(Attorney General, 2007).  
 
The report was as a result of a study (also known as scoping study or Atax study) that was 
conducted by the University of New South Wales’s Australian school of Taxation (Atax). The 
researchers identified 30 small business owners and conducted in-depth interviews on the 
characteristics of their business, bookkeeping practices, income tax return preparation and 
compliance with regulation. In addition, the Atax researchers included three accountants who 
were asked the same questions about the general experience of their clients (Attorney General, 
2007).  
 
The study noted that small businesses are affected differently by the regulatory environment 
around them when engaged in a wide range of commercial activities, thereby experiencing 
compliance costs differently (Attorney General, 2007). This study further identified the 
location of the business; structure, turnover and age of business; the owner’s personal 
characteristics; the industry in which it operates; whether it engages in local or overseas trade; 
the extent of computerisation and use of accounting systems; and whether it employs staff, as 
the factors that seem to influence the tax and non-tax compliance costs of small businesses in 
Australia (Attorney General, 2007).  
 
These factors from the Atax study are discussed hereafter, supported by literature from a study 
by McKerchar, Hodgson and Walpole (2009). McKerchar et al. (2009) reviewed the Atax 
scoping study done in 2007. They used the same sample size of 30 small business owners 
across a range of industries and locations in Australia and three accountants and followed the 
same research methodology as in the Atax study.  
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For each factor, a brief reflection by the author of the present research is made on the effect of 
the factor on tax compliance cost and, where applicable, on the relevance of the factor within 
a South African context. 
Age, structure and turnover of businesses  
The Atax study suggested that there is a direct correlation between the business structure, its 
turnover and age (Attorney General, 2007). In their discussion with tax agents and small 
businesses, it was noted that new businesses often start with simple business structure and a 
low turnover, which will increase and become more complex as the business grows and 
becomes more successful. This can either increase or decrease tax and non-tax compliance 
costs. However, McKerchar et al. (2009) had a different conclusion, that the choice of business 
structure, for example whether a sole trader, partnership, or private company, in terms of stress 
or time, did not appear to be a factor influencing compliance costs.  
In their first year, new businesses reported that they felt less burdened by regulation; therefore, 
researchers assumed that this was because they were less aware of regulation which may have 
applied to them as new businesses. It is only when they deal with initial costs of compliance, 
such as licencing and registration costs, as well as the new ongoing requirements such as 
collection of general sales tax (GST), that they start to feel more burdened by regulation 
(Attorney General, 2007).  
The Attorney General (2007) further found that, at inception, new business are more likely to 
“fly under the regulation radar” for as long as possible because they are unaware of business 
regulation requirements or legislation regulating their business. However, once they become 
aware of their compliance activities, they start to develop systems that will accelerate their 
compliance levels and therefore increase their learning curves quickly. An example of such 
compliance activities will be when the new business owner purchases hardware and software 
computer systems, determine their tax and other reporting activities and establish a relationship 
with a tax agent. As soon as the systems are in place and the business has established its 
routines, the burden will reach a plateau and reduce over time as the business owners get used 




From the discussion above, it therefore appears that age of the business plays an important role 
in affecting compliance cost. New businesses may first operate under the radar, but then 
experience an increase in compliance activities and cost until it reaches a plateau, as business 
owners start having systems and regulations under control. The same argument can be made 
for turnover as a factor influencing compliance cost, but business structure did not appear to 
be a decisive factor within the Australian context. It may be that in other countries where 
different tax regimes apply to different business structures, it may play a bigger role in 
influencing compliance cost. In South Africa, Smulders et al. (2012) used turnover as one of 
the measures of business size, which is regarded as a factor that may increase or decrease tax 
compliance costs. Smulders et al. (2012) found that as turnover increases, businesses start to 
employ senior managers to handle tax matters and this increases tax compliance costs. In 
contrast, Venter and de Clercq (2007) found that as turnover increases, businesses employ more 
administrative staff to handle tax functions internally, thereby lowering their tax compliance 
costs.   
 
Employment of staff 
 
Attorney General (2007) found that the employment of staff imposed a significant regulatory 
compliance cost among the small businesses because of the tax issues such as workers’ 
compensation, fringe tax benefits and compliance with GST. Some businesses regarded hiring 
more staff as a potential employment burden and a barrier to business growth because the more 
employees a business employed, the more tax compliance activities it has to carry out. As a 
result, a sense of perceived burden is greater. 
This finding is supported by McKerchar et al. (2009), who note that businesses that had many 
employees raised WorkCover/workers’ compensation as an issue. What arose as a common 
theme and a clear driver of compliance costs was: 1) what is included in the definition of an 
“employee”; 2) uncertainty with the differentiation between an employee and an independent 
contractor for tax purposes, superannuation1, WorkCover and worker’s compensation 
insurance; 3) calculations – having to make forward projections; and 4) the timing and costs of 
payment.  
                                                     
1 Superannuation is funds accumulated by employees to provide them with an income stream when they retire. In 





Small business owners regarded workers’ compensation insurance as expensive and the 
administration of it as cumbersome. Therefore, there was some resentment in respect of such 
payments. In addition, McKerchar et al. (2009) note that having to make multiple payments of 
superannuation funds as chosen by employees and the limited amount of payment these funds 
could accept was also a concern. Businesses that found compliance requirements difficult were 
the ones that managed their own superannuation funds. 
 
It seems most businesses regarded employing more staff as a factor that increases compliance 
costs. It could be because businesses are required by legislation to withhold certain amounts 
from the employees’ remuneration and transfer these amounts to relevant authorities on behalf 
of the employees. This factor might also be relevant within the South African context. In South 
Africa, businesses are required by legislation to withhold employee taxes according to the 
monthly tax tables provided by SARS and to pay these over to SARS every month in terms of 
the Tax Administration Act. In addition, employers are also required, by the Department of 
labour, to contribute monthly to the Unemployment Insurance Fund (UIF), Skills Development 
Levy (SDL) on behalf of employees (SARS, 2018). The employers are also responsible for 
creating pension and provident fund schemes for the employees and transfer monies to these 
different pension fund houses monthly. Failure to comply with all these legislation results in 
fines and penalties to the company, thereby increasing compliance costs. Therefore, the more 
people a business employs, the more of these deductions it has to pay over to the relevant 




Attorney General (2007) maintains that small businesses that bear the most significant 
regulatory load are in the mining, agricultural, retail and construction sectors as well as 
industries requiring licences such as the health sector, hotels, preschools, real estate agencies, 
cafes and restaurants. The study by McKerchar et al. (2009) primarily supports the Atax study 
that agriculture and industries with licensing requirements such as hotels and preschools, bear 
the highest regulatory load. Many small businesses in the hospitality industry are very small, 
and find dealing with food safety regulations, liquor licensing laws, non-GST and mixed GST 
supplies remarkably challenging and therefore have also reported considerable compliance 
burdens (Attorney General, 2007).  
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The study by McKerchar et al. (2009) also observe that what imposed a compliance cost burden 
is that different industries appeared to have different issues in terms of regulations. They further 
observe that the extent of the burden appeared to vary with the nature of the industry and 
whether or not a licence was required for the business to operate. For example, in the 
agricultural industry, state requirements included pesticides, animal safety and environmental 
controls that are extensive compliance requirements. Those in the construction and related 
industries had to comply with local council requirements (such as development applications; 
noise levels), which varied from locality to locality and were subject to change. In addition, 
businesses that are incorporated, needed to comply with Australian Security and Investments 
Commission (ASIC) requirements, which is done by the external accountant, adding to more 
compliance costs. Where the regulations affect the day-to-day operations of the business, the 
owners will handle the compliance issues themselves rather than rely on accountants because 
they appeared to have a good understanding of these requirements. 
 
Although most businesses, as noted by McKerchar et al. (2009), were mindful of a safe 
workplace environment, few were fully compliant; therefore, compliance with occupational 
health and safety legislation was not a common concern amongst the business owners. One 
regarded the rules as ridiculous, inflexible and unmanageable for small businesses. 
 
It seems heavily regulated industries bear the most burden in terms of compliance costs. The 
same way businesses in Australia that are incorporated needed to comply with Australian 
Security and Investments Commission (ASIC) requirements seems to be the same as businesses 
in South Africa. All businesses have to register with the Companies Intellectual Property 
Commission (CIPC) and obtain a tax clearance certificate before it operates (SARS, 2018). A 
tax clearance certificate is a document issued by SARS, confirming that the applicant’s tax 
affairs are in order. Every year, businesses need to obtain this tax clearance certificate from 
SARS, especially those businesses whose main source of income comes from government 
contracts/tenders. Most businesses either do the registration process themselves or employ the 







Findings after Attorney General (2007) consultations with small businesses were that where 
businesses operate near state borders or between states, compliance costs seemed higher. This 
was attributed to some extent to the inconsistencies with regard to employment-related laws 
such as occupational health and safety and payroll tax between the states. Location may 
therefore influence tax compliance cost if there are different tax rules and regulations regarding 
tax obligations between states or provinces. Within the South African context, there are no 
differences in tax legislation or regulations between the different provinces. However, small 
businesses in remote or rural locations may have difficulty in accessing the tax authority (e.g. 
a SARS branch or electronic communication), which may result in increased costs.  
On the other hand, it can be argued that most people own and use smartphones to access the 
SARS website and online services and that SARS has mobile tax units. Regardless of the use 
of smartphones, there is undoubtedly either no network coverage or there is poor network 
coverage in most remote rural areas. Further, high data costs (currently a contentious topic in 
South Africa) may prevent some people from using online options to interact with SARS. A 
#datamustfall movement that campaigns for the decrease in data costs is evidence of these high 
data costs in South Africa and the Minister of Finance, Tito Mboweni, mentioned this in the 
2019 budget speech. In respect of the accessibility to mobile clinics all around South Africa, it 
is noted that roads in some rural areas are not easily accessible, so mobile tax units might not 
reach some areas at all.   
Overseas trade  
The Atax study indicated that businesses that engage in overseas trade seemed to have greater 
compliance costs as a result of foreign income taxation laws (Attorney General, 2007). This 
was also supported by McKerchar et al. (2009), who stated that where businesses supplied 
goods or services intestate or overseas, compliance costs seemed to be higher.  
 
This could be a universal factor, perhaps true for all countries. Different countries have 
different tax rules; even for countries within the same continent. For example, South Africa’s 
neighbouring countries, Zimbabwe, Botswana, Namibia, Swaziland and Lesotho, have 




Businesses are most likely to acquire the services of a professional, whether an accountant or 
a lawyer, to handle the foreign tax matters, for example foreign currency translations, how, 
when and at what amount to include or exclude in the calculation of taxable income. This will 
increase compliance costs. 
Owner characteristics  
It was reported in the Attorney General (2007) study that the most important criteria of whether 
new businesses were likely to cope with tax compliance obligations, were the skills, confidence 
and attitude of the small business owner. Age and gender did not appear to affect the extent to 
which small business owners felt stressed by tax compliance costs. 
Business owners who were found to be less stressed about tax compliance costs were those 
who trusted their accountants or the adequacy of their own reporting system as opposed to 
those who had neither accountants nor reporting systems. Business owners who did not have 
employees, cashflow constraints, a self-managed superannuation fund or profitability concerns 
viewed compliance activities more as a nuisance than a stressful activity (Attorney General, 
2007). 
It can therefore be accepted that the higher skilled the business owner is, the more effectively 
he or she should be able to deal with tax obligations and limit unnecessary compliance costs. 
Having a tax practitioner or tax accountant and effective reporting systems also appear to assist 
in dealing with tax obligations effectively. It can be expected that, within a South African 
context, this will also be true. A study by Smulders et al. (2012) found that businesses whose 
owners/managers have high literacy levels and/or knowledge of accounting, especially those 
who have a business degree or higher, had lower internal and external tax compliance costs. 
They can handle most of their own tax affairs internally and only outsource complex tax 
problems.   
Computerisation and accounting systems  
According to Attorney General (2007), small businesses today have access to computers, 
internet and specialised small business accounting packages due to technological advances and 
cost reductions. Most small businesses are more than partially computerised due to the different 
accounting packages that are available off the shelf.  
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Tax compliance costs are therefore influenced by the nature and scale of the small business and 
the extent to which it has a computerised and integrated accounting system in place. Business 
owners appeared to have varying levels of expertise in respect of computerised accounting 
systems. It can be expected that having an effective computerised accounting system will 
reduce compliance costs, as long as the person/s operating it are well trained and perform their 
job accurately. This is similar to findings by Smulders et al. (2012) that computerised 
accounting systems decrease external tax compliance costs because any information required 
by the external service provider can be easily and quickly accessed.  
 
Reliance on external or third parties 
 
Attorney General (2007) did not identify reliance on external or third parties as a factor that 
affects compliance costs in their original study. However, McKerchar et al. (2009) found that 
most business owners interviewed relied upon external or internal bookkeepers, external 
accountants and/or their spouses to undertake their tax compliance obligations for them. 
 
In most cases, the monetary cost of compliance was not at fair value because the outsourcing 
will be provided for as a favour by a family member or friend. Where the outsourcing gave rise 
to additional monetary costs, this was regarded as money well spent because of the reduced 
stress due to time constraints. Some small business owners took comfort in knowing that their 
tax compliance costs will be handled by a professional or more knowledgeable person while 
they concentrate on their business (McKerchar et al., 2009).   
 
Therefore, it appears that it depends on who does the tax functions for the business. For 
example, if it is family or friends that handle the tax matters, compliance costs are lower. If it 
is professionals who handle the tax matters, compliance costs are higher. Smulders et al. (2012) 
found that the use of tax practitioners increased compliance costs. This was supported by 
studies by the IRD (2016) in New Zealand, which also found that use of external service 








3.3.2 United Kingdom 
 
Shaw, Slemrod and Whiting (2008) prepared the review on the tax administration burden, 
which was included for the report of a Commission on Reforming the Tax System for the 21st 
Century in the United Kingdom (UK), chaired by Sir James Mirrlees. The reason for the review 
was to look at administration and enforcement of the whole tax system in the UK. The focus 
of their report was to review the tax administration system in the UK. Therefore, it appears that 
there was no empirical study conducted because the report does not indicate the methodology 
and sample used. The conclusions of this report were of central importance to the Mirrlees 
Review, since a number of the reforms were being considered so that there will be changes to 
the way in which taxes are administered and enforced (Shaw et al., 2008). 
 
From this review, the factors complexity/simplicity of tax; characteristics of the tax base; 
structure of tax rates; organisation and efficiency of the tax authority; and learning about new 
taxes are discussed below as these are the factors that were considered to determine the 
magnitude of tax compliance costs of small business. In support of these factors, findings from 
a report by KPMG are also presented. In 2006, the HMRC in the UK commissioned KPMG to 
prepare a report on administrative burdens of businesses. The report seeks to give an overview 
of the standard cost model (SCM), which is an internationally recognised method for measuring 
the administrative burden for businesses imposed by regulation. This model was developed by 
Standard Cost Model Network, which was founded in 2003. The network comprises members 
of different countries. 
 
In addition, some of the factors are supported by literature from a paper written by Mirrlees, 
Adam, Besley, Blundell, Chote, Gammie, Johnson, Myles and Poterba (2011), titled 
Conclusions and recommendations for reform. The purpose of their paper was to provide a 
summary of the conclusions and recommendations of the Mirrlees Review of the UK tax 
system. As with the Australian review, the author of the present research will add her own 










Complexity/simplicity of tax 
 
For simpler taxes, according to Shaw et al. (2008), compliance costs are generally lower 
because of fewer tax rates and tax relief initiatives. Understanding how to comply requires less 
effort, meaning less time is taken in fulfilling the obligations so that the tax authority should 
have less to record and monitor. The use of common definitions and procedures across taxes 
where there is an overlap between bases of different taxes decreases the costs by reducing the 
number of calculations. Higher compliance costs are as a result of complexity and lack of 
clarity in tax laws.  
 
This view of a simpler tax system seems to be supported by Mirrlees et al. (2011). In their 
paper, they noted that there is a strong case for keeping things simple when it comes to income 
taxation. The same rate schedule should be used to tax income from all sources. For example, 
cash earnings will be taxed at the same rate schedule as fringe benefits, self-employment 
income, savings income, dividends and capital gains. All costs of generating this income would 
also be deducted. Applying different rates to different income sources is what complicates the 
system and may also facilitate tax avoidance. 
 
Simplicity calls for keeping the tax rules and calculations simple, so that even an ordinary man 
on the street can understand these rules and calculate their own tax liabilities. In that way, 
businesses do not have to pay tax practitioners to look after their tax matters. In South Africa, 
most small businesses are run by people who are entrepreneurial and are not necessarily 
familiar with tax matters or highly educated. Therefore, simplifying the taxes can be an ideal 
solution, thereby lowering compliance costs. 
 
Characteristics of the tax base 
 
Shaw et al. (2008) state that the characteristics of the tax base are particularly important for 
compliance costs. In case of income tax, the tax base is determined by what the tax authorities 
state as the minimum/total amount of annual income that can be taxed. Tax base can be 
relabelled, disguised or hidden with ease by businesses who wants to reduce their tax liability, 





Therefore, in order to reduce tax evasion or avoidance, tax bases have to be defined clearly by 
the tax authorities. Where a tax base reflects a clear economic principle and avoids vague 
definitions and boundaries, it is easier to reduce avoidance or evasion by taxpayers. To 
counteract this tax evasion or avoidance, where clear definitions and boundaries do not exist, 
tax authorities have to introduce measures and monitoring systems to reduce tax avoidance or 
evasion. However, some taxpayers will still go to greater lengths to reduce the size of the tax 
liability, or evade tax, and this expense also constitute compliance costs (Shaw et al., 2008).  
 
The above view is supported Mirrlees et al. (2011) that more avoidance will be possible the 
more complex and inconsistent the tax base is. As a result, more anti-avoidance legislation will 
be required to counteract this. 
 
For most people, tax is regarded as a ‘grudge’ payment (Hazelhurst, 2011). Therefore, it comes 
as no surprise that small business, or any business for that matter, in a world where there is 
perceived or actual corruption by the government, taxpayers would strive to pay as little tax as 
possible (Hazelhurst, 2011). Therefore, in essence, if a business knows that the tax base is not 
clearly defined and there are some loopholes, they are more likely to employ someone with the 
tax knowledge to reduce their tax liability. The payment of this service is what increases 
compliance costs. It can be argued that perhaps this expense might be offset by a lower tax 
liability.  
 
Structure of the tax rates 
 
According to Shaw et al. (2008), there are two reasons why the structure of taxes affects the 
compliance costs. Firstly, the costs of complying are not dependent on the tax rate. As the tax 
rate increases, the average costs per pound of revenue collected were more likely to decrease. 
Secondly, large increases in compliance costs are because of variations in tax rates. For 
example, if there were two commodity taxes, only total sales of the two commodities need to 
be reported to and monitored by the tax authority because the tax rate is the same. However, if 
the tax rates differ, sales will be separately reported and monitored, meaning the costs will be 





In addition to above claims by Shaw et al. (2008), Mirrlees et al. (2011) noted that the current 
system of corporate taxes lacks integration with other parts of the tax system, and therefore 
discourages business investment and favours debt finance over equity finance. The different 
parts of the tax system are poorly integrated and this creates many unnecessary complexities 
and inconsistencies.  
 
It appears as if the tax rates in itself do not affect compliance cost, but variance in rates adds to 
complexity and accordingly tax compliance cost. In South Africa, the rate for businesses 
income tax is 28%, dividends tax rate is 20%, capital gains tax (CGT) has an inclusion rate of 
80% for businesses and 40% for individuals, as well as different exclusion rates for individuals 
and businesses (SARS, 2018). If a small business owner is a sole trader, they would pay tax 
according to the individual’s tax table, which is a sliding scale. For small business that qualify 
as micro-businesses, the tax is calculated on a sliding scale on turnover (SARS, 2018).  
 
Organisation and efficiency of the tax authority 
Shaw et al. (2008) note that compliance costs are affected by whether the tax authority or the 
tax payer is responsible for calculating the tax liability. Compliance costs will be higher where 
there is greater reliance on the tax payer to calculate liability. Where the taxpayers understand 
the tax and have systems in place and are able to submit the mandatory information without 
extra work, compliance costs are likely to be less. 
 
James and Allen (1999) describe the self-assessment as the responsibility of the taxpayer rather 
than the revenue authority to calculate the relevant tax liability and to ensure that the 
requirements regarding payment are met. This seems relevant to the South African context. In 
South Africa, taxpayers, especially businesses, have to calculate their own tax liability and pay 
over what is due to SARS. SARS would be involved in calculations when there is a dispute 
between it and the taxpayer based on the amount SARS deems to be the reasonable estimate to 
calculate taxable income on or if SARS imposed a penalty where it has reason to believe the 
taxpayer has understated his/her taxable income. It is still the responsibility of the taxpayer to 
maintain appropriate records, and to exercise reasonable care in the reporting and submission 





Learning about new taxes 
 
Shaw et al. (2008) point out that the main element of compliance costs is the cost of 
understanding which tax-related commitments apply to the taxpayer and what should be done 
to comply with them. Learning how to do the taxes is much costlier the first time than 
subsequently; therefore, in this regard, stability is a highly desirable feature of a tax system. 
KPMG’s (2006) report supports this view by stating that change of tax legislation creates both 
cost and uncertainty in the taxpayer’s minds. Taxpayers have to learn these new changes and 
this increases compliance costs. 
 
This factor highlights the importance of a learning curve. This keeps the costs low because the 
more taxpayers do their own taxes, the more they learn and make less mistakes. Businesses 
therefore do not have to rely on tax practitioners or the tax authorities. Therefore, frequent 
changes in legislation will increase tax compliance costs as the taxpayer would now have to 
keep up to date with these new changes. In their report, KPMG (2006) identified two additional 
factors as significantly influencing the tax compliance burden, namely frequency of change 
and nature of tax. 
 
Frequency of change in tax legislation 
 
KPMG (2006) suggests that the ever changing nature of tax legislation, or the introduction of 
new tax legislations, can be a significant factor of tax compliance costs. Whether the change is 
as a consequence of the introduction of a relieving provision or the introduction of an integrity 
measure designed to protect the revenue base, it does not matter because the impact on 
compliance will still be significant. Tax payers take time to cope with changes. This also 
interferes with the smooth operation of the tax administrative machinery that facilitates the 
interaction between the taxpayers and authorities (KPMG, 2006). 
 
In South Africa, every year after the budget speech in February, new tax legislation is 
introduced. The nature of the change and which tax payers will be affected determine the 
magnitude of the effect of the change. For example, in the 2018 year of assessment, the VAT 
rate was changed from 14% to 15%, which was immediately implemented on 1 April 2018 
(Gigaba, 2018). The business sector was mostly affected as they now had to adjust their 
accounting systems to accommodate the new VAT rate.  
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Some businesses probably prepared for this and for some businesses it was a major adjustment, 
which may have increased their costs (Gigaba, 2018). It is possible that some businesses will 
only know of the new changes when SARS raises a dispute.  
 
Nature of tax 
Compliance with specific taxes has a significant impact on tax compliance overall. An example 
to illustrate this is the burden to comply with VAT. Because it is transaction based, VAT 
transactions require thorough record keeping, regular reporting and payments – which are 
typically associated with high compliance costs (KPMG, 2006).  
 
For small business in South Africa, taxes liable are likely to be VAT, PAYE and income tax. 
VAT has to be paid over every one, two or six months depending on registered category. It has 
to be paid over by a specific date, otherwise late payments and incorrect calculations attract 
fines in terms of the Value Added Tax Act no 89 of 1991. For income taxes, non-submissions 
of tax returns or late submissions of tax returns, incorrect estimates used to calculate 
provisional tax payments attract penalties and fines in terms of the Income Tax Act no 58 of 
1962. This increases compliance costs. 
 
3.3.3 New Zealand 
 
In 2016, the IRD conducted a survey of small and medium enterprises’ (SMEs) compliance 
costs, which offered insight into the underlying factors affecting the time, money and effort 
small businesses spent on meeting their tax obligations. Four focus groups participated in the 
survey of SMEs’ compliance costs. The participants were a mix of high, medium and low 
compliance cost customers; half were employers, and half were self-employed (IRD, 2016).  
 
Some of the factors are supported by a study by Salmon and Research NZ in 2014 on behalf of 
the IRD. The survey was called “a qualitative investigation to identify steps Inland Revenue 
could take to reduce effort and compliance cost of SMEs”. The purpose of this research was to 
identify the practical steps the IRD could take to reduce the cost of compliance for businesses. 





The factors participants identified in both studies that contributed to high compliance costs are 
largely based on the characteristics of the business and are listed below. 
 
More staff 
The IRD (2016) survey found that small businesses with a casual workforce with varying hours 
had high compliance costs. One respondent to the survey mentioned that because they have 
many staff from lower socio-economic status, they have to collect fines and tax arrears. The 
other respondent mentioned that the main thing was the complexity of tax because small 
businesses had to account for general sales tax (GST), pay as you earn (PAYE), fringe benefits 
tax (FBT), and income tax. The more employees you have, the more work you have to do to 
account for PAYE and FBT. Small businesses that dealt with properties had to also account for 
short-term holding cost taxes. 
 
Attorney General (2007) in Australia raised the same factor that the more people a business 
employs, the more compliance costs it incurs. Both countries, Australia and New Zealand, 
mentioned higher compliance costs in relation to administration and payment of taxes. What 
was not common for both countries was that Australia was more concerned about defining 
employee and independent contractor for tax purposes. New Zealand was more concerned 
about the casual workforce and lower socio-economic status employees. South Africa, similar 
to Australia, also has different definitions for employee and independent contractor because 
these two categories are taxed differently. For employees, the businesses deduct the tax due 
(PAYE), based on a monthly tax table from SARS, and for independent contractors the 
business will withhold 25% of total income as PAYE and pay it over to SARS in terms of 
section 2 of the fourth schedule of the Income Tax Act no 58 of 1962. South Africa might have 
something in common with New Zealand with regard to employees with lower socio-economic 
status. Some businesses prefer to employ foreign nationals with lower socio-economic status 
due to different reasons, for example refugees or undocumented foreign nationals, and that the 
foreign nationals accept lower wages than the minimum wage requirement. Most of these 
foreign nationals have no valid work permits and if these businesses are identified by the 
department of labour, they can be fined for contravening labour laws in terms of the Labour 





Tax authorities’ interactions 
  
According to the IRD survey, focus group participants responded by stating that their 
compliance costs consist of mostly of their tax agents’ fees and the time spent on compliance 
activities such as recording information and the occasional call to Inland Revenue, for example 
querying an online statement among other things (IRD, 2016). 
 
In the Salmon and Research NZ (2014) report, the overall issue or problem that participants 
repeatedly mentioned in their focus groups was that in their opinion, Inland Revenue is not 
“customer-oriented” and therefore made it difficult to for them to deal and interact with Inland 
Revenue. Therefore, in order to reduce their stress and frustration, some have opted to purchase 
proprietary software packages and/or made use of their accountant or tax agent more often. 
Other problems mentioned were the IRD’s staff’s apparent lack of knowledge/expertise. This 
led to their tendency of providing different or mixed messages/information and their inability 
to provide effective solutions in a timely manner. Most often, the staff do not have the complete 
customer profile. In their verbal discussions with customers, IRD staff are accused of using 
“IRD speak”, making it difficult for them to understand each other (IRD, 2016).  
 
In general, the focus group felt that there is a power imbalance between the customers and IRD 
because of the ‘rules’; for instance, when it comes to timeframes, interest whether on refunds 
or penalties for businesses appears much harsher and less flexible (IRD, 2016).  
 
On the positive side, some participants in the IRD (2016) reported that compliance costs 
decreased since 2013, due to factors such as better customer-centred service from the IRD; 
IRD’s improved online services; less paperwork and a move to digital filing; and also few 
changes to tax rules and regulations during this time. To ensure that their returns, especially 
income tax returns, are correct and to also have minimum tax obligations participants used tax 
agents and accountants extensively. Participants reported that they had peace of mind from the 
perception that tax returns that were submitted by the tax agents were less likely to be reviewed 
by Inland Revenue (IRD, 2016). Small businesses viewed the tax authority as not customer-
friendly and therefore would rather acquire the services of a professional to handle their tax 
matters on their behalf (IRD, 2016).  
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In South Africa, government departments including SARS are infamous for their long queues 
and frequent system downtime. Smulders and Naidoo (2013) found that previous studies have 
shown that to address tax enquiries effectively, tax practitioners, on average, make 
approximately three to five telephone calls to SARS. In addition, turnaround time by SARS to 
respond to written correspondence takes just over a month. It takes SARS eight weeks to 
process tax returns (Smulders & Naidoo, 2013).  
 
The type of business 
The survey by the IRD maintains that exporting and importing business added to the 
complexity of taxes as well as an increased number of transactions within the business (IRD, 
2016). The participants mentioned that if they employ staff or do export business, these 
transactions did not fall “within the norm”, and therefore have to remember to account for these 
transactions. The implication is, because of the complex nature of the tax treatment of these 
line items, they had to make sure that they follow the tax rules correctly. 
 
This factor is similar to Attorney General’s (2007) overseas trade, in that import and export of 
goods and services are foreign exchange transactions. Small businesses are more likely to 
acquire the service of a professional with the knowledge of foreign companies’ tax rules and 
systems to handle their tax matters. A simple example would be that, in South Africa, export 
sales are zero rated while local sales are at standard rate in terms of the Value Added Tax Act 
no 89 of 1991. Small business owners who lack such knowledge will be in trouble with SARS 
when submitting tax returns if these are not accounted for correctly for VAT and income tax 
purposes. 
 
Business owners/managers’ tax knowledge and skills 
As reported by IRD (2016), views of tax compliance costs depended on the ability and 
organisational skills of individuals, tax agent’s fees, sensitivity to stress-related factors, and 
attitude towards tax generally. One participant in the IRD study mentioned that trying to 
understand the figures was a little stressful sometimes. They had to phone their tax agent a few 
times just to understand the figures. The two taxes that were viewed as requiring most effort to 
understand were Income tax and GST, with PAYE requiring the least effort to understand 
because it was relatively simple to administer except if the business had a larger and more 




In her report, Salmon and Research NZ (2014) mention that most self-employed people or 
small businesses who “keep their own books” usually have little time to do so. This increases 
their stress levels and costs because they find it difficult to keep up with policy changes and 
also have limited understanding of their compliance obligations. Most just like to keep their 
accounting and payroll methods simple by using an Excel spreadsheet or analysis book.  
 
This factor is similar to Attorney General (2007) owner’s characteristics and Smulders et al.’s 
(2012) level of education and accounting knowledge. Compliance costs will be lower if 
owners/managers have the necessary skills and knowledge because they can handle their own 
tax matters. 
 
Information and communication technology (ITC) ability  
 
The IRD (2016) survey reported that most employers in the focus groups used some form of 
accounting software – a mixture of MYOB, Xero, Quickbooks, Sage 50, Banklink, and bespoke 
programs. The use of accounting software was much lower across the self-employed 
participants, with the majority opting not to use any subscription-based software.  It is 
interesting to note that some tax agents were encouraging their clients to use accounting 
software by reducing their costs if the information could be extracted from these programs. 
This was confirmed as the IRD (2016) survey found that small and medium enterprises’ 
suppliers and service providers are increasingly using digital systems and this has also 
contributed efficiencies within their businesses. However, some of the business owners still 
struggled with new technology and some were reluctant to change (IRD, 2016). The focus 
groups in Salmon and Research NZ’s (2014) study reported that they had difficulties using 
Inland Revenue’s website. This was because of the information overload on the website; poor, 
fragmented structure and search functionality resulting in navigation issues. Customers could 
not easily find tax forms, or determine if they are the latest forms, correctly save the information 
they record on forms and the ability to work on multiple forms at the same time. Despite all 
these issues, participants in the IRD (2016) survey mentioned that calculating GST and filing 




Therefore, the view seems to be that if a tax practitioner is able to access information with ease, 
less time is required to handle tax matters, which translates to less billable hours – thereby 
lowering tax compliance costs. 
 
Cost of tax agents  
 
The IRD (2016) survey noted that even though all but one focus group participant used a tax 
agent and/or accountant, the tax functions that the tax agents handled for their businesses varied 
considerably. Most of the participants prepared and submitted their own GST and PAYE 
returns, and relied only on a tax agent for the preparation and submission of their annual income 
tax return (IRD, 2016). One participant mentioned that their accountant does all the FBT and 
other bits and pieces and it is quite expensive, from $8 000 to $10 000 per year. However, it is 
compulsory to do FBT – small business owners do not have much choice. Another participant 
mentioned that they have to deal with individuals “within those big firms and they are not 
cheap”. 
 
According to Salmon and Research NZ (2014), small and medium-sized businesses that have 
been operating for five or more years only use external accountant services when required 
because they tend to employ someone in-house to handle the accounts and payroll 
administration.  
 
McKerchar et al. (2009) raised a similar factor: reliance on third parties. According to 
McKerchar et al. (2009), most small businesses in Australia used external service providers for 
tax purposes. Although this was a costly exercise, this was most preferred as it gave the small 
business owners peace of mind. Smulders et al. (2012) concurred with this finding in that the 
use of external service providers increases compliance costs. 
 
Changing tax rules  
 
Few changes to the tax rules and regulations since 2013 seemed to reduce compliance costs as 
reported in the IRD (2016) survey. KPMG (2006) similarly found that when tax rules changed 
frequently, compliance costs increased as businesses have to learn new rules and keep up to 
date with new changes.  
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3.3.4 South Africa 
 
A survey was conducted by Smulders, Stiglingh, Franzen and Fletcher in 2012 to prepare 
reports regarding small business tax compliance costs for SARS on behalf of the University of 
Pretoria. Three reports were compiled, titled: “Determinants of internal compliance costs, 
evidence from South Africa; An evaluation of tax compliance costs and concessions in South 
Africa; and Establishing a baseline and determinants of external tax compliance costs, 
evidence from South Africa” (Smulders et al., 2012). 
 
The research objective of the three reports was to determine the tax compliance costs of South 
African small businesses and to provide insight into key drivers of internal and external tax 
compliance costs of small businesses by using regression analysis. 
 
The population was small businesses with a turnover of R14m and less, registered with SARS 
and for which SARS had an email address. Questionnaires were sent out to 88 057 small 
business tax payers and the usable questionnaires received from respondents were 5 865 
(Smulders et al., 2012). 
 
Smulders et al. (2012) identified a number of factors from the above-mentioned and other 
studies as factors that impact both internal and external tax compliance costs in South Africa. 
These factors appear to be selected from various studies that were conducted previously in 
South Africa and in other countries by researchers such as Coolidge, llic and Kisunko (2009), 
Reekmans and Simoens (2010), Eichfelder and Schorn (2008), DeLuca, Greenland, Gyton, 
Hennessy and Kindlon (2005). In addition, a survey on tax compliance burden was conducted 
among small, medium and micro-establishments in the business services sector in Gauteng, 
South Africa by Venter and de Clercq in 2007. The sample population of this study consisted 
of medium, small and micro-businesses classified as business services establishments 
operating in Gauteng. The authors targeted the owners of SMME’s, Financial managers, 
general managers, and accountants as a sample of respondents. At least 200 business services 
SMMEs were selected. Findings from this study are also used to support the literature review 





The factors that are discussed below have been collected from the studies mentioned above and 
include: business size, business age, sector, legal form, level of education, accounting 
knowledge, use of small business tax concessions, accounting system used and use of external 
service providers.  
 
Business size  
 
The survey by Smulders et al. (2012) used turnover and number of employees as a measures 
of business size. The survey found that as turnover increases, more senior employees will be 
required to operate a larger turnover business increasing internal compliance activities and 
costs. Therefore, the size of the business had a bearing on the tax compliance costs. This is in 
contrast to a study by Venter and de Clercq (2007), which found that the bigger the business becomes, 
the better it is equipped to perform tax compliance functions internally. As the business expands, it can 
appoint more administrative personnel and this increases the business’s capability for handling the tax 
compliance functions internally. 
 
This factor is similar to factors raised in Australia by the Attorney General (2007) and IRD 
(2016) in New Zealand. The general consensus was that the more people a business employs, 
the higher compliance costs become.   
 
Business sector  
 
Smulders et al. (2012) found that the warehousing, postal and transport sector followed by the 
gas, waste removal, mining, electricity, and water supply, were the sectors that paid the most 
for outsourcing their tax functions. Industry or sector does play a role in influencing compliance 
cost as was also evident from other countries’ findings. The studies by Attorney General (2007) 
concurred that industries that are heavily regulated carry the most compliance burden and the 
compliance costs are higher. 
 
Legal form 
According to the survey by Smulders et al. (2012), legal form has a significant influence on 
internal compliance activities in that tax compliance costs of sole proprietors were much higher 
than of companies and close corporations. External compliance costs were higher for close 
corporations and companies as these companies tend to outsource their tax obligations.  
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This is in contrast to Venter and de Clercq (2007), who claimed that companies are more likely 
to have in-house tax departments that will handle tax compliance matters and therefore have 
lower external costs. The general view seems to be that the type of enterprise, for example sole 
trader, close corporation and companies selected determines whether compliance costs are 
higher or lower. This was supported by the Attorney General (2007) that small businesses often 
start with simple business structure, where compliance costs are lower. As the business grows, 
it becomes more complex, and compliance costs increase.  
 
Business age  
 
As reported in the survey by Smulders et al. (2012), younger businesses are likely to incur 
more internal compliance costs because of lack of experience or knowledge. These findings 
are similar to the study by the Attorney General (2007) who found that at inception, new 
business are more likely to “fly under the regulation radar” for as long as possible because they 
are unware of business regulation requirements or legislation regulating their business. They 
will initially handle all the tax matters internally until they realise that they need the services 
of external agent as they become more aware of their compliance costs.  
 
Use of small business tax concessions  
 
Tax concessions are complete or partial exemptions from taxes enjoyed by legal or juristic 
persons. The survey by Smulders et al. (2012) maintains that there was no significant impact 
on compliance costs when small businesses use tax concessions. However, there was a 
perception by the respondents that the use of tax concessions has resulted in direct increase in 
small businesses’ internal/external tax compliance costs.  None of the other countries in the 
present study mentioned the use of small business tax concessions as a factor that affects 
compliance costs. There is evidence in the literature reviewed on tax compliance studies of 









Level of education and accounting knowledge  
 
Literacy levels of employees and management had a significant influence on the time taken to 
comply with income tax (Smulders et al., 2012). An increase in literacy levels combined with 
knowledge of accounting resulted in less time spent on tax compliance activities (Smulders et 
al., 2012). In addition, Venter and de Clercq (2007) found that very limited investment is made 
to support the tax training needs of employees and managers.  
 
One of the significant challenges small businesses face, according to Venter and de Clercq 
(2007), is the changing nature of taxation. Due to this, a great deal of time is required to keep 
up to date with changes and finding staff with appropriate skills was difficult.  Attorney General 
(2007) and IRD (2016) had similar findings that the skills and knowledge of the owners 
/managers reduced compliance costs because they can handle their own tax matters. The 
difference was that, in South Africa, employees’ levels of education and knowledge were also 
an additional concern in that compliance costs increase because of training needed to keep the 
employees up to date with changes in tax. 
 
Use of external service provider  
 
The survey by Smulders et al. (2012) states that the use of service providers leads to duplication 
of work and effort, thereby increasing compliance cost. In support, the study by Venter and de 
Clercq (2007) claimed that a majority of small businesses outsourced various tax functions due 
to the complexity of tax legislation and lack of time and skills. The cost impact of taxation was 
not only in the form of actual taxes paid, but also possible interest and penalties; therefore, to 
survive, the small businesses had to have appropriate tax management strategies, further 
increasing costs. 
This factor was also raised by Attorney General (2007) and Salmon and Research NZ (2014). 
The consensus is that it is costly for small businesses to outsource the services of external 








Accounting system used 
 
Smulders et al. (2012) mention that previous research by Coolidge et al. (2009) found that 
small businesses who have converted from manual accounting systems to computerised 
accounting systems had lower compliance costs because they could easily and quickly provide 
an external service with accounting information needed. In addition, Coolidge et al. (2009) 
found that businesses with computerised accounting systems have higher internal compliance 
costs because of annual licence fees and training costs. The study by Smulders et al. (2012) 
confirmed the above findings in that the use of computerised accounting systems results in 
lower external compliance costs because the system can provide calculation, reports and 
information needed by external service provider who then do not have to spend time on these 
functions. This factor is similar to the Attorney General (2007) computerisation and accounting 
























3.4 SUMMARY OF FACTORS 
Table 3.1 summarises the common factors among the four countries, indicating which factors 
were identified in each country.  
 
Table 3.1 Factors influencing small business’ tax compliance costs  






Age, structure and turnover of the business x x  x 
Number of staff  x x  x 
Industry of the business x x  x 
Location of the business x    
Overseas trade, trade between states or countries x x  x 
Owner characteristics – skills, attitude,  
accounting knowledge, level of education 
x x  x 
Computerisation and accounting system x x  x 
Nature of tax, e.g. income tax, VAT    x  
Complexity of tax system x x x x 
Characteristics of tax base   x  
Structure of tax rates   x  
Organisation and efficiency of tax authority/ tax 
authorities interactions 
 x x  
Learning about new taxes x  x x 
Frequency of change of tax legislation x  x x 
Use of business tax concessions    x 
Use of external service provider e.g. accountants, 
tax practitioners, bookkeepers, lawyers 
x x  x 
Source: Author’s own summary based on Attorney General (2007), McKerchar et al. (2009), 
Shaw et al. (2008), KPMG (2006), Mirrlees et al. (2011), Inland Revenue Department (2016), 
Salmon and Research NZ (2014), Smulders (2012), Venter and de Clercq (2007) 
 
For the purposes of the present study, the factors in Table 3.1 are grouped into four categories. 
These categories were used in the analysis to determine the relevance of some of the factors 





The categories are: 
• Owner characteristics (skills, attitude, accounting knowledge, level of education) 
• Business characteristics (age, structure and turnover of the business, number of staff, 
industry, location) 
• Tax system factors (tax authorities’ interactions, dependency on tax 
practitioners/external service providers, nature of taxes, digitalisation) 
• Accounting system factors (computerised or manual systems, ease of integration into 
tax authority systems) 
 
Complexity of taxes, changes in tax laws and characteristics of the tax base as factors were not 
directly considered in the empirical investigation performed in the present study. However, 
from responses analysed, it was clear that the business owners do not feel confident in their 
own ability to perform the tax functions of the business. To a large extent, this appeared to be 
a result of their perception that tax legislation is complex. Complexity of tax laws is a common 
factor in all four countries. Simplification of tax seems to be a major concern and much 
literature is already available on the topic, but a discussion thereof falls outside the scope of 
the present study. Table 1 shows that factors from Australia, New Zealand and South Africa 
seem to be based on the characteristics of the small businesses and their owners, while United 
Kingdom’s factors are based on the review of the tax system. The three countries seem to have 
similar factors as opposed to the United Kingdom, because their studies were done on 
populations and samples rather than just a review of the tax system. South Africa had many 
common factors with Australia and New Zealand. This could be because, as indicated earlier, 
these countries have a small business regime and the tax structure that seems similar.  
 
Some of the factors should be evident in tax compliance burdens and initiatives to reduce tax 
compliance costs, which will be discussed in Chapter 4. Factors such as owner characteristics 
that comprise skills, levels of education, and accounting knowledge, and other factors such as 
the nature of tax, complexity of tax legislation, dependence on tax practitioners, reliance on 
external services, tax authorities’ interactions and computerisation and accounting systems will 





These factors have been identified as factors that increase compliance costs. As a result, 
initiatives implemented by SARS such as providing record keeping for small businesses for 
certain taxes such as VAT and turnover tax, availability of registration forms for online taxes, 


















CHAPTER 4: TAX COMPLIANCE COSTS BURDEN AND THE INITIATIVES SARS 




In their research on tax compliance burdens of small businesses in Australia, Evans, Lignier 
and Tran-Nam (2013) state that when business owners decide to create, move or expand their 
businesses, the extent of tax burden is one of the main factors that they consider. They suggest 
that a high tax burden, which includes the time and cost associated with preparing tax returns, 
filing, effecting payment and interacting with tax authorities, is a disincentive to private sector 
development and deters business formalisation (Evans et al., 2013). For small businesses, the 
burden of tax compliance can often be heavier than the actual tax payments as evidenced from 
a number of surveys by Coolidge (2010). 
 
Scholtz (2016) considers that the cost of tax compliance can add significantly to the cost of 
doing business for small and medium-sized enterprises (SMEs). For example, the additional 
resources the SMEs might have to employ to comply with the tax rules, and the penalties that 
may be imposed when there is no compliance. According to Scholtz (2016), in order for SMEs 
to make a significant contribution towards economic prosperity in our country, it is important 
that government continues to commit to tax incentives that will benefit this sector. She proposes 
that initiatives such as simplifying the tax laws, granting of tax incentives and easier access to 
finance will help reduce the tax burden of these entities. 
 
The purpose of this chapter is to summarise the extent of the perceived tax compliance burdens 
of small businesses in South Africa and to discuss initiatives introduced by SARS to reduce 
these tax compliance costs. It can be argued that the conclusions from tax compliance burden 
studies informed the initiatives introduced by the tax authorities to reduce these compliance 
costs, more notably the South African Revenue Service (SARS). Ultimately, the present study 
aims to evaluate the impact of the initiatives by SARS in reducing tax compliance costs of 
small businesses by investigating how these initiatives are perceived by the intended recipients. 
In this chapter, a summary of studies on the extent of tax compliance burden is presented first, 





4.2 TAX COMPLIANCE BURDEN OF SMALL BUSINESSES  
 
Over the years, various research has been conducted by different researchers on the effect of 
tax compliance burdens on small business. A study on tax compliance costs in South Africa by 
Smulders, Stiglingh, Frazen and Fletcher (2012) was conducted as part of a collaboration of an 
international project that included countries such as Australia (Lignier & Evans), New Zealand 
(Gupta & Sawyer), United Kingdom (Hansford & Hasseldine) as well as Ireland, Canada and 
the United States. The aim of these collaborative studies was to do follow up on previous 
studies to determine whether the tax compliance costs are still regressive and more specifically, 
in South Africa, if they have increased or decreased since the previous studies in 2006/2007. 
The results of these studies in all the four countries showed that tax compliance costs are highly 
regressive and the burden is higher on businesses with low turnover. Tax compliance costs 
were categorised as internal costs and external costs and only a summary of the findings on the 
study done by Smulders et al. (2012) in South Africa is provided below.  
 




External costs arise from activities such as preparing, completing, submitting tax returns as 
well as payment of tax by tax practitioners. Many small businesses either use bookkeepers, 
accountants or lawyers to do all these activities and also to seek tax advice. According to Evans 
et al. (2013), the reasons most small businesses use external services were because of the 
complexity of tax matters or laws, willingness to maximise tax deductions, cost effectiveness, 
or the need to obtain expert opinions on specific tax issues or legislative change and the belief 
that it would reduce the chance of an audit. 
 
External cost elements of tax compliance  
 
The survey by Smulders et al. (2012) found out that 76% of the respondents used the services 
of external service providers for payroll, accounting and tax services. It was mostly businesses 
in the professional, scientific and technical services sector that used the external services.  From 
a cost perspective, small businesses spent an average of R31 996 per year on outsourcing 
external services.  
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When costs were further broken down, it was found that an average of R9 882 per year was 
spent on external tax-related services, being the average fee charged by tax practitioners to 
ensure that the tax returns for four key taxes are prepared, completed and submitted as per 
SARS requirements. R16 634 per year was the amount spent on non-tax services, and R5 480 
per year was the amount spent on external payroll services (Smulders et al., 2012). 
 
The study also mentioned that unpaid helpers and owners handled tax matters in micro- and 
small businesses; perhaps this explains why outsourcing for external tax-related services was 
lower than outsourcing for external non-tax-related services. This is in contrast with the study 
by IRD (2016), which found that participants were keen on outsourcing their tax functions 
because it gave the business owners peace of mind in that the tax authorities were likely not to 
review work done by tax practitioners. 
 




Internal costs arise from activities such as preparing, completing, submitting tax returns by the 
owners, employees or unpaid friends or relatives. According to Evans et al. (2013), the internal 
activities also included information gathering, i.e. recording of information, learning about 
taxes, attending tax seminars, lodgement as well as dealing with the tax authorities and external 
tax consultants.  
 
Internal cost elements of tax compliance  
 
In a survey by Smulders et al. (2012), the respondents indicated that most of the internal time 
spent on tax compliance activities was attributable to employees performing 34% of annual 
hours related to tax compliance activities, with the owners performing 63% of annual hours, 
and unpaid friends or relatives who performed the remaining 3% of annual hours.The survey 
also measured the average hours spent for various tax compliance activities. Small businesses 
spent 132.24 annual hours per year to record information needed for tax and this was the highest 




This was followed by calculating tax, completing tax returns and paying taxes; the time needed 
was 43.92 annual hours, dealing with SARS was 23.46 annual hours, tax planning was 12.71 
annual hours, dealing with tax advisers was 19.11 annual hours and learning about tax laws 
was annual 23.70 (Smulders et al., 2012). The hourly rates were used as a substitute valuation 
of the internal compliance costs of small businesses. The hourly rates for owners were R249.48, 
and R140.63 for employees. There were no benchmark or selection criteria clearly obvious or 
available from the information obtained for unpaid helpers; therefore, the valuation of time for 
the unpaid friend or relative was deemed to be a difficult exercise (Smulders et al., 2012).  
 
In terms of internal activities, the time (hours) needed and costs incurred because of tax 
compliance were highlighted. The study ranked recording, calculating and submitting returns 
as the most burdensome activities as per time (the highest hours) that it took to perform these 
functions. This was followed by dealing with advisors/tax authorities and learning about new 
taxes. Owners and unpaid helpers handled most of these internal activities (Smulders et al., 
2012). 
 
Internal compliance activities can also be significant in terms of the actual hours taken in that 
area and activity. The four areas the surveys focused on were VAT, income tax and corporate 




Smulders et al.’s (2012) analysis revealed that VAT was considered as the most time 
consuming tax by small businesses in South Africa. As the size of the business increased, the 
number of hours required to comply with tax legislation also increased. The total time spent in 
hours to record information, calculate tax, file returns and pay tax is 283 annual hours for VAT. 
The reason why the total time spent on VAT is higher is because VAT returns are submitted 
every two months, which is equivalent to six returns per year in terms of the VAT Act.  
 
In monetary terms, Smulders et al. (2012) found that the costs to calculate, submit and VAT 








Provisional tax2 and capital gains are discussed under the heading of income tax in the study 
by Smulders et al. (2012). According to the survey by Smulders et al. (2012), the total time 
spent in hours for handling income tax activities is 209 annual hours maximum. Income and 
expenses are initially recorded when preparing VAT returns, and so by the time income tax 
returns are prepared, most of the information has already been recorded, resulting in less time 
spent on income tax returns. SMMEs are required to submit one income tax return per year and 
two provisional returns per year (Smulders et al., 2012). 
 
In South Africa, small and micro-businesses with a turnover of less than R1 million can elect 
to be on the turnover tax system (SARS, 2015). To make it easier for micro-businesses to meet 
their tax obligations, SARS introduced this simplified tax system. Turnover tax replaces 
income tax, capital gains tax, value-added tax (VAT), dividends tax and provisional tax for 
qualifying micro-businesses. A micro-business can choose between turnover tax or the normal 
income tax system (SARS, 2015). For the businesses that are on the turnover tax system, 
according to Smulders et al. (2012), it takes a total of 155.2 annual hours to comply with the 
requirements of turnover tax. This includes 87.9 annual hours to comply with employees’ tax 
(as the turnover tax system does not replace employees’ tax) and 67.3 annual hours to comply 
with the turnover tax system. The study also reported that the costs to calculate, submit and 
pay income taxes tax for small businesses ranged from R2 564 to R6 066 per annum (Smulders 
et al., (2012).  
 
A finding that Smulders et al. (2012) found interesting was that professional tax practitioners 
regarded the provisional tax as the most burdensome tax for small businesses. What the 
practitioners regarded as burdensome was the interest and penalties “incorrectly raised” by 
SARS. Ndlovu (2015), in her study on tax compliance costs, noted that, in South Africa 
particularly, another reason that causes provisional tax to be viewed as the most burdensome 
is because some small businesses rely on government for business. Research has shown that 
government does not pay the suppliers on time.  
                                                     
2  
Provisional tax is not a separate tax from income tax. It is a method of paying the income tax liability in advance to ensure that the tax payer 
does not remain with a large tax debt on assessment. It requires the taxpayer to pay at least two amounts in advance during the year of 
assessment, which are based on estimated taxable income. 
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Therefore, when faced with provisional tax payments, small businesses will pay from own 
savings while still waiting for payments from government (Mabhoza, 2014). 
 
Employees tax (PAYE)  
 
The findings of Smulders et al.’s (2012) survey revealed that because employees’ tax returns 
are submitted to the SARS on a monthly basis, this was reported by respondents as the tax that 
took the most time to calculate, submit and make payments due. The total time spent was 156 
annual hours. For employees’ tax, the number of hours spent dealing with the SARS and 
learning about tax was also the highest. The study reported that the costs to calculate, submit 
and pay employees’ tax for small businesses ranged from R3 677 to R6 089 per annum 
(Smulders et al., 2012).  
 
In summary, VAT was identified as the most time consuming in terms of preparation and filing 
the returns. This probably explains why most initiatives focused mainly on reducing the costs 
associated with VAT filing. Provisional tax and VAT were also found to be the most 
burdensome taxes because of cashflow problems experienced by the small business and that it 
is time consuming. Employees tax (PAYE) is the second most time consuming to record and 
prepare information. In South Africa, employees tax (PAYE) is reported monthly.  
 
Tax compliance burden studies have contributed much of the knowledge on the burdens small 
businesses bear. SARS seems to have taken some of the recommendations from the studies and 
introduced initiatives that help reduce tax compliance costs. Following is a summary of these 
initiatives. 
 
4.3 TAX INITIATIVES FOR SMALL BUSINESSES IN SOUTH AFRICA 
 
Small and medium enterprises (SMEs) are recognised globally as a priority sector for growth 
and development. According to the former Commissioner of SARS, Tom Moyane (2015), 
government noted that small businesses, especially service-oriented businesses such as taxi 
services, shoe repairs, hairdressing services, and car wash businesses have a potential to create 




The National Development Plan (NDP) of South Africa recognises the role small business has 
in fighting poverty and unemployment in the country, and therefore calls for the creation of an 
enabling environment where small, micro- and medium enterprises and entrepreneurs are able 
to thrive (Moyane, 2015). 
 
SARS, in response to calls by the NDP, has introduced initiatives such as the appointment of 
the Davis Tax Committee and SARS Compliance Programme 2012/13-2016/17 to look at ways 
to assist small businesses. The Davis Tax Committee (DTC) released a report titled the “Second 
and Final Report on Small and Medium Enterprises” in April 2016. This report offers practical 
strategies that could help South Africa achieve the key objectives regarding small businesses 
as laid out in the National Development Plan (DTC, 2016). SARS’s Compliance Programme 
seeks to make small businesses tax obligations simpler (SARS, 2013). In addition, SARS has 
introduced a tax guide for small businesses, which is a general guide to dealing with the 
taxation of small businesses (SARS, 2015).  
 
The purpose of this section is to highlight the initiatives that SARS introduced in the last 19 
years to lower compliance costs of small businesses. The initiatives reflected in this section 
were gained from the following sources: 1) a study by Smulders and Naidoo (2013) who 
compiled a list of initiatives for reducing tax compliance burden for small businesses after 
reviewing a number of earlier studies. In their paper, they interviewed a SARS official to 
confirm whether these initiatives have been implemented by SARS or not; 2) Smulders’ (2013) 
PhD study on tax compliance costs of small businesses in which she identified some initiatives; 
3) the SARS website; and 4) a speech by the former SARS commissioner Moyane (2015) when 
he launched the small business helpdesk in Soweto in 2015.  
 
The initiatives SARS introduced are grouped and summarised in Table 4.1 in terms of how 
they link to the factors that influence tax compliance costs as discussed in Chapter 3. The 
factors are indicated in column 1 and initiatives are indicated in column 2. 
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Table 4.1: Initiatives introduced by SARS to reduce tax compliance costs of small businesses 
 
Factors influencing tax compliance costs Initiatives 
1. Computerisation and accounting systems 
 
 
1. SARS has provided recordkeeping for turnover tax system. The turnover tax workbook can 
be downloaded from the SARS small business website.  
 
2. SARS has launched small retailers’ VAT package to assist small businesses with VAT record 
keeping and calculations.  
 
3. SARS supplied approved small business retailers with pre-printed booklets to help small 
business to calculate their daily gross sales and zero rated sales. 




1. SARS has established a toll-free contact centre where taxpayers can get help with their tax 
and customs queries. 
 
2. SARS has introduced small business desks in 50 of its 52 branches countrywide since August 
2014 with a capacity to help more than 14 000 small business taxpayers per week. 
 
3. SARS has designed a tool called Mobile Business Registration (MBR) to help register small 
businesses at their premises. 
 
4. SARS introduced 15 mobile tax units (previously referred to as mobile clinics) around the 
country to provide services such as registering as a tax payer or updating details, efiling, 
submitting manual tax returns and taxpayer education workshops. 
 
5. SARS offers free taxpayer education workshops at most branches across the country. These 




6. The workshops cover topics such as VAT, medical tax credits, travel allowances, fringe 
benefits, provisional tax, compliance for individuals, efiling for organisations etc. 
 
7. SARS introduced a MobiApp in 2019. Small businesses can access certain services from their 
cell phones after downloading this app. 
 
3. Dependency on tax practitioners /dealing with 
external service providers 
 
 
1. To assist small businesses to decrease their need for tax practitioners, SARS launched an 
education campaign. 
 
2. SARS introduced an e-mail system specifically for tax consultants in 2006. The small business 
website currently has a “find a tax practitioner” tab. 
 
3. To ensure that practitioners were assisted more timeously, SARS established a tax practitioner 
unit in 2007.  
 
4. SARS centralised the tax practitioner call-centre and more staff are usually hired during the 
filing season. 
 
4. Simplifying tax rules 
 
 
1. The customs and excise acts were rewritten.  
 
2. In developing new products, SARS has added few languages in addition to English. Some 
pages on the small business websites are now in Afrikaans, Sepedi, Sesotho and Xitsonga. 
 
5. Nature of tax/Digitalisation 
(VAT) 
 
1. In 2001, SARS introduced the efiling of VAT returns.  
 
2. In February 2008, SARS simplified the VAT registration process. 
 
2.1. VAT 101 form (Application for registration as a vendor) and VAT 201 forms (Declaration 
of VAT) can now be downloaded from the SARS small business website in addition to obtaining 




2.2. The reference guide to help users complete the VAT 101 form and VAT 201 form is also 
now available for download on the SARS small business website. 
 
3. From 1 March 2001, SARS increased the compulsory VAT registration threshold from 
R300 000 to R1 million. 
 
4. From 1 April 2011, VAT 201 returns can be submitted electronically on the SARS website.  
 
5. Payment of VAT can be made via the following methods: cheque, 4 major banks, VAT 201 
debit order, efiling and internet banking. 
 
6. Because of efiling of returns, quicker assessment/payments can be made into taxpayers’ bank 
accounts.  
 
7. On 26 September 2011, a VAT refund dashboard was introduced to allow taxpayers to view 
what the reasons for the non-payment of their refunds are and what actions may be required 
follow up on these matters.  
 
8. From 2005, small businesses making taxable supplies of less than R1 million could submit 
their VAT returns quarterly instead of every two months.  
 
9. In 2005, SARS took a specific initiative for educating SMEs on VAT. SARS runs taxpayer 
education workshops at their offices and at their mobile clinics. 
 
10. Small businesses making taxable supplies of less than 2.5 million per year may elect to pay 
VAT on a cash basis rather than an accrual basis. 
 
Nature of tax 
(Income tax) 
1. For provisional tax purposes, small businesses with a taxable income of R1 million or less 
may base its estimates of taxable income for the purpose of calculating taxable income on the 




2. In 2001, the capital gains tax relief for the sale of small business assets was R750 000, 
increased to R900 000 in 2011. 
 
3. The introduction of s12E of the Income Tax Act, being the small business corporation (SBC) 
tax regime in 2001. 
 
3.1 In terms of s12E, taxation payable is calculated on a sliding scale with a maximum rate of 
taxation, which is currently 28%. This only applies to taxable income in excess of R300 000. 
 
3.2. Small business corporations are allowed a 100% deduction of the cost of manufacturing 
assets in the year the assets is first brought into use. 
 
3.3 Small business corporations are also allowed a deduction as follows: 50% in the first year, 
30% in the second year, and 20% in the third year on the cost of non-manufacturing assets.  
Nature of tax (Employees’ tax)/ Computerisation 
 
1. In 2008, SARS introduced e@syFile™ Employer software.  
 
2. The e@syFile™ Employer software application was made available by SARS to make the 
PAYE reconciliation process simple for employers.  
 
3. Standard Income Tax on Employees (SITE3) was abolished from 1 March 2011 and therefore 
it is no longer a requirement for small business employers to calculate and disclose this tax. 
 
4. Small businesses now complete one registration form for Unemployment Insurance Fund 
(UIF), Skills Development Levy (SDL), and pay-as-you-earn (PAYE). 
 
5. From 1 August 2005, if the total leviable amount for the SDL is not more than R500 000 
(previously, the threshold was R250 000), employers are no longer required to register for it.  
 
                                                     
3 Standard Income Tax on Employees. SITE is a component of PAYE. It is part of Employees tax which is tax that employers must deduct from 
the income of employees. 
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Nature of tax 
(Turnover tax) 
 
1. From 1 March 2009, SARS introduced the simplified turnover-based tax system for micro-
businesses.  
 
2. The turnover system replaces dividends tax, VAT, capital gains tax, provisional tax and 
income tax for micro businesses with a qualifying annual turnover of R1 million or less. 
 
3. From 1 March 2012, a micro-business that is registered for turnover tax can elect whether or 
not to remain on the VAT system. 
 
4. Taxation payable on turnover system is also applied on a sliding scale. 
 
5. Entities can register online or manually but they still need to print the application form for 
turnover tax (TT01) and submit it at a SARS branch closest to them. 
 
6. Application forms are available on the SARS website and SARS branches. 
 
7. Information to complete the form is available online; when entities open the TT01 application 
form, the system prompts them to complete a quick test before the form opens up. 
 
8. There are three payment dates; first payment should be on the last business day of August, 
second payment on the last business day of February and last payment date falls between 1 July 
and 31 January. 
 
9. The website has recordkeeping worksheets that individual businesses can download to help 
them conduct record keeping. 
 
10. The website can also be accessed in the following languages: Afrikaans, Sepedi, Sesotho 
and Xitsonga. 
 
Source: Author’s own summary based on Smulders and Naidoo (2013), Moyane (2015), Smulders (2013), SARS (2015). 
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Table 4.1 shows that, in most cases, SARS has responded to calls to reduce the tax compliance 
burden of small businesses by introducing initiatives. The areas that SARS has responded to 
significantly with initiatives are VAT, turnover tax and dealing with tax authorities. The area 
that SARS least responded to was the simplification of tax laws. SARS has introduced some 
pages on the websites in a few languages spoken in South Africa, such as Afrikaans, Sepedi 
and Xitsonga, but it is mostly to explain the administrative process of how to access and 
complete forms. This is, however, seen as a step in the right direction.  
 
This chapter highlighted the extent of tax compliance burdens on small businesses in South 
Africa and also identified a number of initiatives that may reduce the cost of compliance for 
small businesses. Table 4.1 summarised these initiatives by linking each initiative to a factor 
of tax compliance cost. The table serves to highlight the initiatives that informed the questions 
used in questionnaire and in the interview guide used in the present study. Chapter 5 presents 


























This chapter presents the results from the empirical investigation performed in the present study 
and attempts to answer the research questions as set out in Chapter 1. The overall aim of the 
study is to understand how the factors of tax compliance cost affect a small community of 
guesthouse owners in Mafikeng in terms of their perceived burden of complying with tax laws, 
and to determine whether some initiatives introduced by SARS to reduce tax compliance costs 
for small business are perceived to be effective by them. The effectiveness of these initiatives 
will be evaluated based on two perspectives: 1) the level of awareness by these owners of the 
SARS initiatives; and 2) whether the owners have exploited any of these initiatives or will 
exploit these initiatives once being made aware of it. The study further aims to explain the 
reasons why these initiatives are used/not used. 
 
The first research question was set out in Chapter 1 as:  
How are ‘owner characteristics’ and ‘business characteristics’ as factors of tax compliance 
costs exhibited in the population under investigation and how do these factors influence the 
cost of complying with taxes for this population? 
 
This question serves the purpose to describe the population in terms of ‘owner characteristics’ 
and ‘business characteristics’. The literature on factors of tax compliance cost revealed that 
certain characteristics of the owners as well as certain characteristics of the business have been 
empirically found to influence the cost of complying with taxes. By answering the first research 
question, the study therefore aims to describe the population in terms of certain characteristics 
and infer the influence of these characteristics on their cost of compliance.   
 
The second research question serves to determine how relevant the tax and accounting system 
factors of compliance cost are for the population of guesthouse owners and what the possible 




Research question 2 is therefore: How relevant are the following factors of tax compliance 
costs, and how do they affect the cost of complying with tax laws for the population of 
guesthouse owners under study? 
• Tax system factors (tax authorities’ interactions, dependency on tax practitioners/ 
external service providers, nature of taxes). 
• Accounting system factors (computerised or manual systems, ease of integration into tax 
authority systems). 
 
From the analysis of the results pertaining to research question 2, the researcher could also 
infer some reasons for the respondents’ utilisation or non-utilisation of some SARS initiatives 
to reduce tax compliance cost for small businesses. However, research question 3 was 
specifically aimed at determining the level of awareness of SARS initiatives and eliciting the 
reasons why the population is using or not using these initiatives. 
 
Research question 3 is consequently stated as: Are the respondents aware of some of the SARS 
initiatives to reduce tax compliance cost of small businesses, and what are the reasons for 
utilising/not utilising these initiatives? Initiatives include taxpayer education workshops, small 
business helpdesk, SARS website, mobile tax units, e@syFile™ Employer software, and find a 
tax practitioner? 
 
The results of both the questionnaires and interviews were analysed qualitatively. The 
presentation of numbers for some results is for descriptive purposes only and no statistical 
analyses were performed. The questionnaire was used as a means to find participants who 
would later be interviewed. A total of 35 guesthouses in Mafikeng were approached by two 
fieldworkers in order to distribute the questionnaires. Of the 35 participants, 18 completed the 
questionnaires, 11 opted not to participate in the study, two guesthouses were non-existent and 
four were no longer operational. Of the 18 participants who completed the questionnaires, only 
six participants who are owners of the guesthouses agreed to be interviewed further by the 
researcher. Therefore, only 18 available questionnaires and six interviews were used to 
generate and interpret the results. The results and analysis of the questionnaires and interviews 




5.2 PRESENTATION AND DISCUSSION OF RESULTS ON OWNER AND BUSINESS 
CHARACTERISTICS 
 
The following section will present the owner and business characteristics of the population 
under investigation. Owner characteristics, as discussed in Chapter 3, relate to skills, attitude, 
accounting knowledge, and level of education. With the questionnaire, only characteristics 
pertaining to level of education and accounting knowledge were gauged. Skills and attitude of 
owners were gauged during the interview process with the 6 participants. Business 
characteristics were referred to in Chapter 3 as age, structure and turnover of the business, 
number of staff, industry, and location. The ‘owner characteristics’ will be presented first and 
thereafter the ‘business characteristics’. The purpose is to describe the profile of the sample in 
terms of these variables and to then interpret what the effect on their cost of complying with 
taxes may be.  
Owners and managers are regarded as the key personnel who have authority to manage their 
small businesses and are expected to possess the relevant knowledge about the day-to-day 
running of their businesses. Table 5.1 below presents the positions of participants who 
completed the questionnaires. 
Table 5.1 Position within the guesthouse 




5.2.1 Results and discussion on owner characteristics 
 
The only element of ‘owner characteristics’ as a factor of tax compliance cost that was directly 
identified from the survey was ‘level of education’. Indirectly, ‘accounting knowledge’ was 
also inferred from the survey by means of the responses as to why external practitioners are 
used to perform the tax functions of the business. The literature has shown that literacy levels 
of employees and management had a significant influence on the time taken to comply with 
income tax (Smulders et al., 2012). An increase in literacy levels combined with knowledge of 




Exploring the exhibition of these factors in the sample under investigation will provide insight 
into its possible effect on their compliance cost burden. In addition, the extent to which the 
sample makes use of external practitioners to perform the tax functions of the business was 
investigated and conclusions drawn on how this affects the cost of complying with taxes. Table 
5.2 below presents the results on the level of education of the owners/managers of the 
guesthouses surveyed. 
 
Table 5.2. Education level: Highest level of qualification 
Educational level Number of respondents 
Less than matric/grade 12 2 
Matric/grade 12 4 
Diploma/degree (finance related) 1 
Postgraduate degree/diploma (finance related) 2 
Diploma/ degree (non-finance related) 8 
Postgraduate degree/diploma (non-finance related) 1 
 
Six participants indicated they had no post-matric qualifications and 12 participants indicated 
they had post-matric qualifications. High levels of education and accounting knowledge have 
been identified as a factor that could contribute to a decrease in tax compliance costs. It could 
therefore be said that for the sample, their apparent high level of education should contribute 
to a decrease in their cost of complying with taxes. However, in this study, participants who 
had either an undergraduate or postgraduate qualification in finance-related subjects still 
preferred to acquire the services of a tax practitioner despite their high literacy levels and 
accounting knowledge. This may therefore add considerably to their cost of compliance. 
As evidenced by McKerchar et al. (2009), most business owners interviewed in her study relied 
upon external or internal bookkeepers and external accountants to undertake their tax 
compliance obligations for them, thereby increasing their tax compliance costs because of 
having to pay for these services.  
To confirm the statement earlier on the majority of the respondents reported using tax 
practitioners, Table 5.3 below displays the results to the question: “Who completed the 
registration for the business for the relevant taxes?”. 
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Table 5.3. Responsible person for registering the business for the relevant taxes 
Persons Number of 
respondents 
Myself (owner, manager) 2 
Friend/family 0 
In-house tax practitioner/bookkeeper/accountant 4 
External tax practitioner/bookkeeper/accountant 12 
 
Only two participants indicated they did their own registration for taxes, while four participants 
relied on internal practitioners to do the registration of their taxes and 12 relied on external 
practitioners. 
Similarly, Table 5.4 below presents the results to indicate who is responsible for preparing and 
submitting tax returns. 
Table 5.4. Responsible person to prepare and submit tax returns to SARS 
Persons Number of 
businesses 
Myself (owner, manager) 2 
Friend/family 0 
In-house tax practitioner/bookkeeper/accountant 1 
External tax practitioner/bookkeeper/accountant 15 
 
Again, only two participants indicated that they handle their own tax functions, while one used 
the services of an internal practitioner and 15 used the services of an external practitioner. The 
use of tax practitioners would increase their tax compliance cost as they have to pay for the use 
of this services. 
According to McKerchar et al. (2009), where the outsourcing gave rise to additional monetary 
costs, this was regarded as money well spent because of the reduced stress due to limited time 
available, as expressed by many small business owners. Some small business owners took 
comfort in knowing that their tax compliance costs will be handled by a professional or more 
knowledgeable person while they concentrate on their business (McKerchar et al., 2009).   
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In order to find out why so many respondents in the present study are using tax practitioners, 
the following question was posed to them: “If you are not involved in the tax functions of your 
business, please explain why?” 
Nine of the participants in the present study provided responses for not handling their own tax 
functions. Open coding of their responses revealed the following themes: 
• Time constraints 
• Knowledge deficiencies 
• Easy/less cumbersome 
• Fear of errors/fines 
• Trust in practitioner 
Table 5.5 presents some of the responses from participants in support of the themes above. 
Table 5.5. Analysis of responses to the question on why the owners are not involved in the 
tax functions of their business 
Theme Participants’ responses 
Time constraints  “Time, and that they have the expertise, they are specialised”. 
(Participant 2) 
“I don’t have the time to be honest”. (Participant 6) 
 
Knowledge deficiencies “It’s easier, I don’t remember my tax at all” (Participant 1) 
“My accountant has the necessary knowledge” (Participant 5) 
“Due to inadeqaute training”. (Participant 7) 
Convenience  “My accountant can sort out an issue within 5 minutes. I went to 
SARS they couldn’t help me but my accountant could sort it out”. 
(Participant 3) 
 
Fear of errors/fines “Fear of penalties due non-compliance with SARS”. (Participant 8) 
 
Trust in practitioner “I trust my accountant, he has the necessary knowledge. He can deal 
with SARS much better than I. He even explains some concepts to me 
like I must have fixed asset register for depreciation, when can I 
capitalise or expense repairs”. (Participant 4) 
 
“I trust my accountant and he trust me, he treats me like family if I do 





The responses lead the author of the present study to believe that two categories of reasons for 
using external practitioners emerged from the themes and statements presented above, namely 
1) business owners not feeling confident in their own ability to perform the tax functions of the 
business (the themes relating to knowldege deficiencies, fear of errors and trust in tax 
practitioner support this category); and 2) business owners not having the time to perform the 
tax function themselves (supported by the themes time constraints and convenience). 
It would therefore appear that, based on the above findings, ‘level of education’ as an owner 
characteristic is not particularly relevant to this sample as a factor influencing compliance cost. 
Although the sample of business owners has relatively high levels of education, it does not 
guarantee that they will perform tax and accounting functions themselves in order to reduce 
compliance costs. The evidence presented here has shown that the majority of the owners 
preferred to make use of a practitioner.  
However, lack of accounting and tax knowledge may be a relevant element of owner 
characteristics as a factor influencing tax compliance costs. The fact that the business owners 
do not feel confident in their own ability to perform the tax function was in part attributed to 
their lack of tax and accounting knowledge and skills as shown in the analysis presented in 
Table 5.5.  
5.2.2  Results and discussion on business characteristics  
 
Although business characteristics include age, structure and turnover of the business, number 
of staff, industry, and location, the present study only determined age of business and number 
of employees with the questionnaire. The industry and location were similar for the population, 
and since guesthouses are normally quite small, it was not deemed useful to enquire about 
management structure. To encourage trust and rapport between the researcher and participant, 
it was decided to also not enquire about the turnover of the business. The characteristics as 
displayed by the sample under investigation are presented next and their possible effect on the 







Table 5.6. Age of business  
Age of business Number of 
businesses 
Less than a year 0 
1-5 years 5 
More than 5 years 13 
 
None of the guesthouses were operational for less than a year, five guesthouses were 
operational for less than five years and 13 guesthouses were operational for more than five 
years. The age of the business is one of the factors that can either increase or decrease tax  
compliance costs. Attorney General (2007) stated that small businesses that have been 
operational for long are more likely to incur external costs because they rely more on their tax 
practitioner after they have made mistakes while learning to be compliant. From the above 
results, 13 participants who had been in business for more than five years reported that they 
use tax practitioners. This is in line with 15 out of the 18 businesses that reported they use 
external tax practitioners as shown in Table 5.4. The longer a business is in operation,  the more 
they would become aware of their tax compliance activities and would therefore rely more on 
the services of a tax practitioner and payment for these services is what increases their tax 
compliance costs.    
The number of employees is one of the key criteria for determining whether the enterprise can 
be classified as medium, small or micro (Department of small business development, 2019). In 
addition, it has been identified as a factor that can increase tax compliance costs in small 
businesses. A study by the IRD (2016) found that the more employees a business has, the more 
it will rely on an external practitioner. This in contrast to the findings of a study by Venter and 
de Clercg (2007), which showed that the more employees a business has, the more internal 
costs it will have because the business will probably hire internal staff to handle the tax 
functions. 
The number of employees for each of the businesses in the sample surveyed are displayed in 





Table 5. 7. Number of employees 




2 or less 1 
3-5 employees 7 
More than 5 employees 10 
 
One guesthouse had less than two employees, seven  guesthouses had less than five employees, 
while 10 guesthouses had more than five employees. It was earlier shown that, in this study, 
only two participants mentioned that they do their own books internally, while the remaining 
15 outsource both the tax and accounting functions. This study seems to support the study by 
the IRD (2016), which found that the more employees a business has, the more it will rely on 
an external practitioner. Reliance on an external practitioner increases tax compliance costs. 
The overall findings from the analysis of ‘owner’ and ‘business’ characteristics as presented 
by the sample in the study can be summarised as follows: 
1) The owners still prefer to use tax practitioners to handle both the tax and accounting fuctions 
of their businesses regardless of their level of education.  
2) Lack of accounting and tax knowledge may be a contributing factor in the decision of small 
business owners to make use of the services of external tax practitioners. 
3) Owners display an attitude of preferring to spend their time on business activities and leave 
the tax matters to the practitioners. 
4) The age of the business and number of employees as factors appear to be in line with prior 
findings in the literature as the majority of older and larger businesses in the sample surveyes 
make use of external tax practitioners. 
It can be accepted that lack of accounting and tax knowledge as an element of ‘owner 
characteristics’; and age of business and number of employees as elements of ‘business 
characteristics’ are factors that negatively influence the tax compliance burden of guesthouses 
in Mafikeng. These elements contribute to the business owners’ decisions to make use of 
external tax practitioners, resulting in increased tax compliance costs. 
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5.3 RESULTS AND DISCUSSION ON THE TAX SYSTEM FACTORS AND 
ACCOUNTING SYSTEM FACTORS ON INFLUENCING THE COMPLIANCE COST 
 
The section that follows reflects on the results from the questionnaires and the interviews 
conducted with interviewees, i.e. the analysis of their verbal responses during the interviews. 
The results present the relevance of the tax system factors and accounting system factors in 
influencing the compliance cost of guesthouse owners in the sample. The data from the 
questionnaire and interviews will be structured according to the factors influencing tax 
compliance costs as discussed in Chapter 3. Tax system factors were shown to relate to tax 
authorities’ interactions with taxpayers, dependency on tax practitioners/external service 
providers, and nature of taxes. Accounting system factors were desribed as factors relating to 
the use of computerised or manual systems, and the ease of integration of own accounting 
systems into tax authority systems.  
 
5.3.1 Tax system factors 
 
5.3.1.1 Tax authorities’ interactions with taxpayers 
 
In Salmon and Research NZ’s (2014) report, the overall issue or problem that participants 
repeatedly mentioned in their focus groups was that, in their opinion, Inland Revenue is not 
‘customer-oriented’ and therefore made it difficult for them to deal and interact with Inland 
Revenue. Therefore, in order to reduce their stress and frustration, some have opted to purchase 
proprietary software packages and/or made use of their accountant or tax agent more often. 
Among other problems mentioned were the IRD staff’s apparent lack of knowledge/expertise. 
 
One of SARS initiatives to assist small businesses to reduce tax compliance costs is the 
introduction of small businesses helpdesk in some of their offices around the country. None of 
the participants indicated in the questionnaire that they have heard about the small business 
helpdesk. During the interviews, the researcher enlightened the participants about the 
availability of small businesses helpdesk at SARS offices around the country, including 
Mafikeng. Thereafter, the question posed was now that the participants are aware of the 
availability of small business helpdesk, would they approach the small business helpdesk for 
any help with their small business tax matters, and to please explain why, regardless whether 
the response was yes or no.  
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The question was used to gauge how the respondents perceive SARS’ interaction with 
taxpayers. The themes identified from the responses were 1) perceived levels of knowledge of 
the SARS personnel with regard to business tax matters, 2) approachability of SARS personnel 
and 3) helpfulness of SARS personnel.  
 
The participants were mainly concerned about the knowledge of SARS personnel of business 
tax-related matters, whether perceived or real, and ‘customer-oriented’ service (in South Africa 
this is called Batho Pele, which literally translates to “putting people first”, a term used by the 
government departments to explain service delivery principles). This supports the study by 
Salmon and Research NZ (2014), which found that taxpayers perceiving the tax authority as 
not being ‘service oriented’ is one of the factors that will increase compliance costs. Owners 
would rather ask their accountants to deal with the tax authorities and therefore pay for this 
service instead of using the small business helpdesk that offers services for free. 
 
The responses that support the themes identified above are shown in Table 5.8. 
 
Table 5.8. Analysis of responses to the question whether participants would approach the 
small business helpdesk for any help with their small business tax matter, and to explain 
their answer 
Themes  Participants’ responses 
Perceived knowledge levels 
of SARS personnel 
“But how knowledgeable is that person (SARS helpdesk). For me 
I’m happy to ask my accountant me because I know I will be 
dealing with a professional”. (Participant 1) 
 
“It’s easier for the accountant to deal with SARS, at SARS they 
send people from pillar to post. I think its lack of knowledge of 
the staff there at SARS”. (Participant 3)  
 
“Do you think they are knowledgeable enough those people at 
SARS?”. (Participant 4) 
 
“Would the person I approach there at the helpdesk be a semi 
accountant sort of? Would they know how to help me”.? 
(Participant 6) 
 
“I will just ask my accountant”. (Participant 5) 
 
Approachability of SARS 
personnel  
“But are they approachable those people at SARS. I once went to 
SARS and walked out because they were rude, on WhatsApp, they 
don’t care. They get paid so they don’t care about anyone”. 
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Helpfulness of SARS 
personnel 
“We used to have SARS guys come in (to the guesthouse) when 
we’re struggling so I’ll probably use the helpdesk now that I 
know”. (Participant 2) 
 
“But it’s not always negative about SARS, I once went to SARS 
and was impressed by the service. The guy at the helpdesk said 
to me it’s not necessary for me to sit there and fill forms to get 
help I must just give it to my accountant to sort it out”. 
(Participant 3) 
 
From the responses, two of the six participants seemed to have had positive experiences from 
their interactions with SARS personnel. Positive experience would probably decrease costs of 
tax compliance if more small business owners had such experiences because they would be 
encouraged to use such services offered by the tax authority, which are free of charge. 
 
5.3.1.2 Dependency on tax practitioners 
 
The study by Venter and de Clercq (2007) claimed that a majority of small businesses 
outsourced various tax functions due to the complexity of tax legislation and lack of time and 
skills. A study by the Attorney General (2007) further maintains that small business will 
initially handle all the tax matters internally, until they realise that they need the services of an 
external agent as they become more aware of their compliance costs. In addition, Venter and 
de Clercq (2007) found that small businesses had to have appropriate tax management 
strategies, further increasing costs to avoid the cost impact of taxation not only in the form of 
actual taxes paid, but also possible interest and penalties. 
 
In the first section of this chapter, it was already established that the majority of participants in 
this study are reliant on external practitioners to handle the tax and accounting functions of the 
business. In this section, more detail on their reliance on tax practitioners is uncovered to find 
support and additions to the two categories of reasons for reliance on tax practitioners 
discovered earlier, namely 1) business owners not feeling confident in their own ability to 
perform the tax functions of the business, and 2) business owners not having the time to 
perform the tax function themselves. The question was asked during the interviews to the 
participants aimed to determine when they started using a tax practitioner. From the results, it 
was clear that all participants started using a tax practitioner since the beginning of their 
business. The theme identified from the responses was ‘long-term use of practitioners’. Their 
responses that support this theme were as follows: 
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Table 5.9. Analysis of responses to the question on when participants started using a tax 
practitioner 
Theme  Participants’ responses 
Long-term use of tax 
practitioners 
“Currently PWC are our accountants, started with them two and 
half years ago, before then we used part time bookkeeper. 
Basically since the beginning of business in 2013”.  (Participant 
1) 
 
“I have been dealing with them for over 10 years”. (Participant 
2) 
 
“Since 2008 when business started”. (Participant 3) 
 
“Since business started more than 5 years ago”. (Participant 4) 
 
“Since 2007 when I opened the guesthouse. But I have been with 
my accountant since 1997 when I had another business before 
this one”. (Participant 5) 
 
The participants in this study used the services of tax practitioners since the inception of their 
businesses and continue to do so. This suggests that the business owners accept the role of a 
tax practitioner in their businesses as a necessity and accept the expense associated with it. A 
further question related to the use of tax practitioners posted to participants was whether 
participants have ever tried on their own first to do registration for tax purposes or complete 
and file tax returns. All participants stated that they have never tried to do their tax returns on 
their own. Themes identified from their responses are: 1) Limited understanding of tax 
obligations, 2) Lack of interest, and 3) Time constraints. The following were the responses 













Table 5.10. Analysis of responses to the question whether participants have ever tried on 
their own first to do registration for tax purposes or complete and file tax returns  
Theme  Participants’ responses 
Limited understanding of tax 
obligations 
“No, I had a part time bookkeeper that did all these before PWC 
took over”. (Participant 1) 
“No, but we just started to do in-house capturing on pastel up to 
GL (general ledger), then the accountants do the financials and 
tax returns”. (Participant 2) 
“No, when it comes to tax and the legalities I prefer not to do 
those things myself”. (Participant 3) 
 
Lack of interest “No, I’m not interested in such things. You know some people 
would be interested and some will not.” (Participant 4) 
 
Time constraints “No. I have enough work I don’t have time; I have no manpower 
because sometimes I do housekeeping duties myself”. 
(Participant 5) 
“No, to be honest I don’t have time to do all those”.  (Participant 
6) 
 
The above responses confirm the study by Salmon and Research (2014) that small businesses 
have little time to handle their own tax functions and also have limited understanding of their 
tax compliance obligations.  
 
From the above analysis presented with Tables 5.9 and 5.10, combined with earlier results as 
presented in Table 5.4, it is clear that for this sample the reasons for the use of tax practitioners 
are the following: 
1) Limited understanding of tax and accounting matters or not feeling confident in their 
level of understanding of these matters. 
2) Lack of interest in tax and accounting matters. 
3) Time constraints in dealing with tax and accounting matters in addition to other 
functions of managing the business. 
Due to these reasons, small businesses are forced to acquire the services of tax practitioners, 
which increases their tax compliance costs. The literature suggests that the use of tax 
practitioners increases tax compliance costs. Venter and de Clercq’s (2007) study confirms that 
small businesses choose to outsource the services of tax practitioners and the payment of such 
services is used as part of tax management strategies to avoid further costs as a result of possible 
interest and penalties. The fear of penalties and fines was also mentioned in the present study 




5.3.1.3 Nature of taxes 
 
A study by KPMG (2006) has shown that compliance with specific taxes has a significant 
impact on tax compliance overall. An example to illustrate this is the burden to comply with 
VAT. Because it is transaction based, VAT transactions require thorough record keeping, 
regular reporting and payments – which are typically associated with high compliance costs 
(KPMG, 2006). 









Business 1 x x x  
Business 2  x x  
Business 3    x 
Business 4 x x x  
Business 5    x 
Business 6 x x x  
Business 7    x 
Business 8 x x x  
Business 9 x x x  
Business 10 x x x  
Business 11    x 
Business 12 x x x  
Business 13 x x x  
Business 14 x x   
Business 15 x x   
Business 16  x              
Business 17  x   





As expected, many businesses indicated that they have registered for income tax and where 
businesses indicated that they had not registered for both income tax and PAYE, it seems their 
employees earned less than the tax threshold and were therefore not registered for PAYE. Most 
businesses had also registered for VAT. This registration could have been voluntary for most 
of these businesses, as this sample consisted of a sample of very small businesses. It is possible 
that these small businesses registered for VAT because in most cases to be able to do business 
with government they have to be registered for VAT. Fifteen participants mentioned that they 
use external practitioners for preparation and submission for the following taxes: VAT, PAYE, 
income tax, provisional tax and turnover tax.  
The effect would be that tax compliance costs will still be high; however, the participants 
viewed the use of tax practitioners as being cost effective, and that it is better to obtain help 
from professionals and rather have their tax practitioners deal with SARS officials’ queries. 
 
Turnover tax is a tax system introduced by SARS as an alternative to the Small Business 
Corporation (SBC) tax system. In the present study, only a few businesses had registered for 
turnover tax. Most of the participants interviewed did not know about turnover tax. To probe 
further, the participants interviewed in the present study were asked if they would be interested 
in learning more about turnover tax, now that they are aware of this specific initiative. The 
theme identified from their responses related to ‘attitude towards learning about taxes’ and can 
be categorised as either a positive or a negative attitude, as is illustrated with the responses 
displayed in Table 5.12 below. 
 
Table 5.12. Analysis of responses to the question if participants would be interested in 
learning more about turnover tax  
Theme  Participants’ responses 
Positive attitude 
towards learning about 
taxes 
“Yes, I would definitely read up on this to see what my accountants 
does”. (Participant 2) 
 
 “Yes, I would like to find out more”. (Participant 6) 
Negative attitude 
towards learning about 
taxes 
“No, I would rather have my accountant deal with this”. (Participant 4 
 




Interest and attitude towards learning about different taxes will help the owners of small 
business to understand their choice on which type of income tax they could choose to register 
for. A small business can register for income tax as a small business corporation (if they 
qualify) and enjoy special SBC tax rates, or register for turnover tax if their turnover is less 
than R1m per year and if they meet certain other criteria (SARS, 2018). If small business 
owners understand the differences between the two tax systems and their advantages and 
disadvantages, it can be to their benefit. From the comments, it is clear that some of the 
participants are not interested in learning more about turnover tax. This could mean that they 
are not using an opportunity to simplify their tax and accounting reporting obligations, which 
could also possibly have lowered their compliance cost. 
 
5.3.2  Accounting system factors 
 
Accounting system factors relate to computerised or manual systems of keeping records and 
reporting on tax obligations as well as the ease of integration into tax authority systems when 
reporting and submitting information to the tax authority.  
 
The study by Smulders et al. (2012) reported that the use of computerised accounting systems 
results in lower external compliance costs, because the system can provide calculations, reports 
and information needed by external service providers who then do not have to spend time on 
these functions. Coolidge et al. (2009) declared that businesses with computerised accounting 
systems have higher internal compliance costs because of annual licence fees and training 
costs. In the sample under investigation in the present study, the majority of the businesses 
stated that their accountants used a computerised system to record accounting information as 
is displayed with Table 5.13 below. 
Table 5.13 Type of system used to record accounting information 







The use of computerised accounting system should decrease tax compliace costs; however, in 
the current study, partcipants whose accountants used computerised systems still complained 
that the tax practitioners are costly regardless of whether they use computers to prepare 
accounting records for them. One participant mentioned that she bought her external 
accountant/tax practitioner Pastel software and is responsible for the annual licence fees. In 
additon to this, they are charged a monthly fee for the services rendered. This increases tax 
compliance costs. 
 
5.3.2.1 Computerisation and accounting systems 
 
According to Attorney General (2007), small businesses today have access to computers, 
internet and specialised small business accounting packages due to technological advances and 
cost reductions. Most small businesses are more than partially computerised due to the different 
accounting packages that are available off the shelf. Tax compliance costs are therefore 
influenced by the nature and scale of the small business and the extent to which it has a 
computerised and integrated accounting system in place. Business owners appeared to have 
varying levels of expertise in respect of computerised accounting systems. 
 
It can be expected that having an effective computerised accounting system will reduce 
compliance costs, as long as the person/s operating it are well trained and perform their job 
accurately. This is similar to findings by Smulders et al. (2012) that computerised accounting 
systems decrease external tax compliance costs, because any information required by the 
external service provider can be easily and quickly accessed.  
 
In the present study, participants were asked if they realised that if they were able to capture 
their own accounting data electronically, they would save some of their tax compliance costs. 
In this way, participants would be able to reduce the fee that they pay the tax practitioner as a 
result of fewer billable hours, because the tax practitioner does not have to start from scratch 
by capturing data before preparing financial statements and completing tax returns for their 
business. From the responses, the following themes were identified: 1) cost vs savings benefit; 
and 2) ease of performing the function. The participant’s responses supporting these themes 




Table 5.14. Analysis of responses to the question whether participants realise that if they 
were able to capture their own accounting data electronically, they would save some of 
their tax compliance costs  
Theme  Participants’ responses 
Cost vs Savings benefit 
analysis 
“Is the saving worth it?  I’m not sure if the saving is worth it? I 
don’t want to sit here with a headache, I would rather spend that 
money and have no stress. Yes, it’s costly but I’d rather pay”. 
(Participant 1) 
 
“Yes, that is why we do the capturing in-house to try save costs. We 
use Pastel. We will do the provisional calculations and send it to them 
to check for us”. (Participant 2) 
 
“No. I trust my accountant. He can deal with SARS. I don’t want to 
sleep with my one eye open. I’d rather pay someone than have the 
stress of dealing with SARS”. (Participant 4) 
 
“Would I do this from home or do I have to go to SARS? If I do these 
at home then I’m willing to learn because we pay close to R3 000 a 
month for an accountant to do our payroll”.  (Participant 6) 
 
Ease/less cumbersome   “Not interested because I have an accountant, I just give my 
accountants. Get someone to do my books and pay them its’ easier”. 
(Participant 5) 
 
All the participants felt the accountants are costly; however, four of the six interviewees stated 
that they would rather pay the amount than have the stress of dealing with SARS queries on 
their tax submissions. Only one participant was actively doing something to try reduce the costs 
by capturing the transactions themselves so as to reduce billing time. The participant stated that 
they have started with Pastel training so they can do this themselves. Another participant 
mentioned that they bought their accountant Pastel software and was not even aware that they 
also can go for training as they thought only the accountant can use Pastel software. 
 
From the responses, participants are aware they can perform certain functions that would help 
reduce their compliance costs; however, it appears that they perceive that the cost of paying for 
the service outweighs the savings benefits. Errors that result either from capturing data to 
prepare accounting records or errors when completing tax return might increase billing time if 
the practitioner were to spend time correcting them before doing the calculations for tax returns 
or after SARS has raised queries upon assessment of tax returns. This can increase tax 
compliance costs and perhaps, in this case, spending can be the best form of saving. 
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In conclusion, the tax system factors and accounting system factors identified from the 
participants’ responses have shown that tax compliance costs are still high as the participants 
still rely on tax practitioners to handle their tax functions. Participants have relied on tax 
practitioners since the start-up of their businesses and even though they know this is costly, 
they would rather pay someone else to handle the accounting and tax functions and concentrate 
on their core business. 
 
5.4 RESULTS AND DISCUSSION ON THE REASONS AND THE IMPLICATIONS ON 
TAX COMPLIANCE COSTS FOR NOT UTILISING SOME OF THE INITIATIVES 
INTRODUCED BY SARS TO REDUCE TAX COMPLIANCE COSTS  
 
The section that follows reflects on the results of the questionnaires and interviews conducted 
with interviewees, i.e. the analysis of their verbal responses during the interviews. The results 
will present the reasons and the implications on tax compliance costs for not utilising some of 
the initiatives introduced by SARS to reduce tax compliance costs of small businesses and after 
the analysis, it will be evaluated whether the SARS initiatives are effective as strategies to 
reduce compliance cost for small businesses. These initiatives include the small business 
helpdesk, SARS website, mobile tax units, taxpayer education workshops, e@syFile™ 
Employer software, and find a tax practitioner. Naicker and Rajaram (2019), in their study on 
the effectiveness of tax relief initiatives for small business, observed that the reasons why these 
initiatives were not being utilised were, firstly, that a large proportion of small businesses in 
South Africa are not aware of the tax relief initiatives that are available to them. Secondly, 
many small business owners believe that the tax systems are considered too complex. In the 
present study, the participants were asked which of the following initiatives by SARS, to assist 
small business, were they aware of: 
 
Table 5.15. Awareness of initiatives to assist small business by SARS 
Initiatives Number of 
respondents 
Small business helpdesk 1 
Small business website Online 6 
Mobile tax units 0 
Taxpayer education workshops 0 
None of the above 11 
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Only one participant stated that they knew of the small business helpdesk and six participants 
were aware of the small business website. However, none of the participants were aware of the 
mobile tax units and the taxpayer education workshops offered by SARS. Eleven participants 
were not aware of any of the above initiatives. The results confirm the study by Naicker and 
Rajaram (2019) that small businesses are not aware of initiatives available to them. The fact 
that such a large number of the respondents in the present study are not aware of many of the 
initiatives may impact tax compliance costs negatively as these services are free of charge and 
taxpayers could potentially save on their compliance costs if they make use of some of these 
initiatives. 
Small business website 
To exacerbate the lack of awareness highlighted above, it was discovered during the interviews 
that although some of the  participants who mentioned in the questionnaire that they were aware 
of the small buisiness website, they have never visited the website to learn what is it all about. 
Table 5.16 displays some of the responses that support ‘lack of awareness’ as a major theme in 
the responses. 
Table 5.16. Analysis of responses to the question on whether participants have ever heard 
of the small business website  
Theme  Participants’ responses 
Lack of awareness 
 
“No, for SARS? I will check it out”. (Participant 2).  
 
“I have never heard of that or any initiative you mention here. But 
I will check it and see what is it all about.” (Participant 4) 
 
“I have never heard about this. Has this always been there for 
small businesses? I’ve never seen or heard about this website 
because I’ve put all my faith in my tax practitioner. SARS must 
advertise these things on different platforms”. (Participant 6) 
 
Lack of awareness of such initiatives increases tax compliance costs because these services are 
offered free of charge, yet small businesses still rely on tax practitioners and pay for these 
services. As participants stated that they were not aware of the small business website, it 
therefore follows that they are not aware of the information that they can access on this website. 
Information that is mainly accessible on this website, among others, includes all forms that a 
small business would need in relation to tax, guidelines to complete these forms and due dates.  
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The participants were asked if they would visit the small business website, now that they are 
aware of it. The negative responses were analysed to identify the reasons for an unwillingness 
to engage with the website. These reasons can be categorised into two themes, namely: 1) 
resistance to learning, and 2) reliance on tax practitioner. 
 
Table 5.17. Analysis of responses to the question on whether the participants would visit 
the small business website  
Theme  Participants’ responses 
Resistance to learning “Don’t know if this would be helpful because you still, alright you 
would know how to register but to do the VAT every month is not 
easy, zero ratings, Non Vatable items, you should know the rules.” 
(Participant 1) 
 
 “A guy who is doing it himself, I don’t know, if you get a fellow with 
no education and you come along and say you can do this yourself, 
I don’t know…. We’ve got a lot of people who are uneducated and 
are running small businesses”. (Participant 1) 
 
Reliance on tax practitioner “I wasn’t aware of this but because we use Pastel when we capture 
our invoices and receipts we already know what is standard rated, 
what is zero rated. We can send it to them (accountants) afterwards 
to verify for us. We can look into doing this ourselves we just need 
the confidence”. (Participant 2) 
 
“The money I pay my accountant is worth it because if there are 
problems with SARS I can just ask my accountant to sort it out”. 
(Participant 4) 
 
“Not interested, I have an accountant”. (Participant 5) 
 
One participant was sceptical about the usefulness of these initiatives because he mentioned 
that even professionals sometimes get the tax wrong, and therefore owners who are uneducated 
who are now expected to be able to read and complete these forms on their own may have an 
even bigger chance of making mistakes. Other participants indicated that they were simply not 
interested because they have accountants. Only two participants were keen to have the 
researcher show them what the website was all about and were willing to go through the website 
later, on their own, to learn more.  
The fact that many business owners may be unwilling to engage with the small business website 




Venter and de Clerq (2007) agreed that many small and medium-sized businesses in South 
Africa do not make use of the support programmes accessible to them. The key reasons for not 
utilising these incentives are, firstly, that small and medium enterprises are generally unaware 
of the different incentives, and secondly, the requirements and processes to apply for certain 
incentives are possibly a limiting factor (Venter & de Clerq, 2007).  
 
Mobile tax units 
The interviewees in the present study were asked if they have heard of mobile tax units operated 
by SARS. Again, their responses clearly indicated that there is a lack of awareness with this 
initiative. The following are the responses linked to this theme: 
Table 5.18. Analysis of responses to the question whether participants have ever heard of 
mobile tax units operated by SARS? 
Theme  Participants’ responses 
Lack of awareness “I’ve never seen them around here in Mafikeng. SARS has all 
these but we don’t see this in practice”. (Participant 1) 
 
“I have never seen one”. (Participant 3) 
 
“No, but SARS cannot have mobile tax units they are not the 
department of health! Oh, I know someone who works at SARS 
that says they go around helping people with efiling but I doubt if 
they know anything about small businesses”. (Participant 4) 
 
“I have never heard about mobile tax units, but no I’m not 
interested in what they do”. (Participant 5) 
 
“No, that’s interesting. But have you seen those Kombis though 
yourself? Oh so it means they do their part it’s just us who are 
not alert”. (Participant 6) 
 
None of the participants have heard about the mobile tax units and they were surprised that 
SARS has all these initiatives, but they have never heard about them. As stated earlier, such 
lack of awareness of initiatives that could assist small business in dealing with their tax matters 
may negatively impact tax compliance costs as the small business would continue to rely on 
their tax practitioners for help with business tax matters. 
Shaw et al. (2008) pointed out that the main element of compliance costs is the cost of 
understanding which tax-related commitments apply to the taxpayer and what should be done 
to comply with them. Learning how to do the taxes is much costlier the first time than 
subsequently; therefore, in this regard, stability is a highly desirable feature of a tax system. 
91 
 
KPMG’s (2006) report supports this view by stating that change of tax legislation creates both 
cost and uncertainty in the taxpayers’ minds. Taxpayers have to learn about these new changes 
and failure to do so may increase compliance costs if subsequent penalties and interest for non-
compliance may be incurred. 
 
Taxpayer education workshops 
Since none of the participants in the present study were aware of any taxpayer education 
workshops that were offered by SARS as shown by the results of the questionnaire (see Table 
5.15), the question was asked again during the interviews to uncover more detail pertaining to 
their responses. Again, none of the participants have heard about the taxpayer workshop and 
from their responses, the main theme that emerged was again ‘lack of awareness’. However, 
some respondents expressed an interest to know more. The responses and the identification of 
themes are presented in Table 5.19 below. 
 
Table 5.19 Analysis of responses to the question whether participants have ever heard of 
taxpayer education workshops held by SARS? 
Theme  Participants’ responses 










“Not aware of this, maybe my accountants know”. (Participant 1) 
 
“SARS is not pro- active, there is no public awareness, SARS should 
be 130% pro- active when it comes to such things”. (Participant 3) 
  
“I have never heard of those. Where do they advertise those? SARS 
must advertise these things on TV, not only SABC 1, 2 or 3. They must 
advertise on other channels as well “. (Participant 4) 
 
“Why doesn’t my accountant tell me about this because we pay money 
for these services, they should advise us on tax cuts measures”. 
(Participant 4) 
 
“I’m not aware of such workshops. I would be interested to attend. 
It’s surprising that you find such initiatives in Mafikeng”. 
(Participant 6) 
 
Taxpayer education workshops are currently only advertised on the small business website; 
therefore, it follows that since participants were not aware of the small business website, they 




This confirms the study by Abrie and Doussy (2006), as cited by Naicker and Rajaram (2019), 
who maintained that SARS campaigns used to promote these tax initiatives are considered 
ineffective in attracting small businesses to utilise these initiatives. Again, it appears from the 
results in the present study that a lack of awareness is the main reason for these initiatives to 
be ineffective. The consequence is that if taxpayers do not use these initiatives, their 
compliance cost may not decrease as taxpayers continue to rely on practitioners and not use 
free services available to them. 
 
The participants in the present study were then asked if they would be interested in attending 
these taxpayer education workshops now that they were aware of them. Three of the six 
interviewees expressed interest in attending the taxpayer education workshops. Their responses 
were analysed in terms of their attitudes towards learning about taxes. The following table 
presents the responses attached to the theme ‘attitude towards learning about taxes’, evaluated 
as either positive or negative attitudes: 
 
Table 5.20. Analysis of responses to the question on whether participants will attend the 
taxpayer education workshops offered by SARS? 
 
Theme  Participants’ responses 
Positive attitude towards 
learning about taxes 
“We attend pastel training, so now that I know SARS offers 
workshops I would register to attend”. (Participant 2) 
 
“To an extent yes. Well anything that helps with control and 
management of the business is good”. (Participant 3) 
 
“Yes. What do I need to attend one?”. (Participant 6) 
Negative attitude towards 
learning about taxes: 
Underlying themes – 
• Reliance on tax 
practitioner 
• No interest 
• Time constraint 
“I have an accountant doing the tax for me. What am I going to do 
with that because I don’t do those things myself?”. (Participant 1) 
 
“I’m not interested”. (Participant 4) 
 
“No time to go to SARS and sleep there, I have no time for that. 
Don’t like going to these government offices. I would tell my 
accountant to go check it out if I hear because I trust them, they 






From the comments, it is encouraging to learn that half of the participants would be interested 
in attending the taxpayer education workshops. Learning about taxes and tax obligations could 
decrease tax compliance costs as taxpayers would be empowered to manage their own tax 
matters and will not rely on tax practitioners for everything. It is interesting to note that in those 
responses where a negative attitude towards learning about taxes was displayed, the same 
underlying reasons for not wanting to get involved in the tax matters of their business as seen 
earlier in the present study have emerged, namely: reliance on tax practitioner; no interest in 
taxes; and time constraints. 
 
e@syFile™ Employer software 
 
Another SARS initiative that the participants were asked about was the use of e@syFile™ 
Employer software for employees’ tax. None of the participants had heard about this software. 
e@syFile™ Employer is a free software linked to eFiling developed by SARS to help taxpayers 
who are employers or payroll administrators to quickly, easily and conveniently manage their 
employees’ tax. Employers are required by SARS to submit the following declarations in 
respect of employees’ tax, namely the Monthly Employer Declarations (EMP201) and the 
Employer Reconciliation Declaration (EMP501) (SARS, 2020). In their Monthly Employer 
Declarations (EMP201), employers must confirm the amounts they declared for the following 
taxes: Pay-as-you-earn (PAYE), Skills Development Levy (SDL), the Unemployment 
Insurance Fund (UIF) and Employment Tax Incentive (ETI), payments made in respect of these 
taxes (SARS, 2020).  
 
Employer Reconciliation Declaration (EMP501) is the interim reconciliation declaration for 
the six-month period from 1 March to 31 August that must be submitted by 31 October and 
annual reconciliation declaration for the full year from 1 March to 28/29 February that must be 
submitted by 31 May. These declarations must be submitted to SARS twice a year (SARS, 
2020). Therefore, by downloading and using e@syFile™ Employer, the employer can now 
finalise and submit their Monthly Employer Declarations (EMP201), make payments to SARS, 
as well as finalise and submit their interim and annual reconciliation declarations (EMP501) 
(SARS, 2020).  
 
The responses received again show that the business owners prefer to leave tax matters in the 
hands of their tax practitioners, as illustrated in Table 5.21 below.   
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Table 5.21. Analysis of responses to the question whether business owners know about 
e@syFile™ Employer software and if they would they download and use it now that they 
are aware of it 
Theme  Participants’ responses 
Reliance on tax practitioner “I wouldn’t bother with such because we are a small business 
maybe if were bigger. If we had a full time accountant perhaps 
we would look into it”. (Participant 1) 
 
“I would just tell my accountant that I heard there is this and 
this and have him look at it”. (Participant 5) 
  
By virtue of not being aware of this free software by SARS, participants’ tax compliance costs 
are negatively affected because they could save costs by not outsourcing their payroll to an 
external tax practitioner. Small businesses could hire someone internally and therefore reduce 
their outsourcing costs. 
 
Find a tax practitioner 
 
None of the participants have heard about the ‘find a tax practitioner’ initiative on the SARS 
small business website. When prompted about whether they would use such an initiative, their 
responses reflected their willingness to change their tax practitioner. Table 5.22 displays the 
results. 
 
Table 5.22 Responses to the question whether participants would use ‘find a tax 
practitioner’ initiative 
 
Theme  Participants’ responses 









“I’m happy with PWC”. (Participant 1) 
 
“Sometimes you don’t know the quality of their work, their motives 
or intentions. I’m more comfortable if I can hold my accountant 
accountable”. (Participant 3) 
 
“Yes, we will. You know you cannot stick to one guy for years and 
they do not even give discounts. They will charge you just for 
asking questions”. (Participant 2)  
 
“Yes, even though I have never heard of it. I’ve never opened a 
small business website because when you hear SARS you are like 
what do they want now”. (Participant 6) 
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Only two interviewees said they would use the service, while the rest said they are happy with 
and trust their accountants. It would therefore appear that some business owners are reluctant 
to change or even unwilling to investigate if they could save costs by employing new tax 
practitioners. This would impact their tax compliance costs because even if they can get better 
rates or service elsewhere, they are reluctant to investigate. 
 
Awareness of other business owners using any of these SARS initiatives 
None of the participants stated that they know of anyone who has heard about or used mobile 
tax units, small business helpdesk, or taxpayer education workshops. This is to be expected, as 
the participants themselves have not heard of these initiatives when they were asked if they 
know anyone who has used or heard about mobile clinics, small business helpdesk, or taxpayer 
education workshops.  
  
5.5 SUMMARY AND CONCLUSIONS 
 
The general conclusions from the findings presented in this chapter can be summarised as 
follows: 
1) Regardless of the level of education or accounting knowledge, participants still choose to 
rely on tax practitioners. 
2) Participants whose businesses were older than five years and those with more than five 
employees make use of external tax practitioners. 
3) The owners of guesthouses who participated in this study were generally not aware of the 
initiatives that SARS introduced to reduce tax compliance costs of small businesses and 
therefore many business owners did not utilise them.  
4) Participants would rather use their time to focus on the core business and leave the 
accounting and tax matters to the accounting and tax professionals. 
5) Participants are not keen to learn about the initiatives SARS introduced to reduce tax 





Reflecting on the effectiveness of the initiatives implemented by SARS as investigated in the 
present study, the following conclusions can be made: 
1) The fact that the owners still prefer to use the service of external tax practitioners regardless 
of efforts by SARS to educate taxpayers and making it easier to comply shows that the 
effectiveness of these initiatives fails to solve the core factor that contributes the most to their 
cost of compliance, namely the over-reliance on tax practitioners to deal with tax matters. It 
appears that a greater effort in raising awareness among small businesses of available initiatives 
needs to be made by SARS.   
2) A study by Abrie and Doussy (2006), as cited by Naicker and Rajaram (2019), maintained 
that the campaigns employed by SARS to encourage small businesses to utilise these initiatives 
are considered ineffective. Following are the observations by the researcher regarding some of 
the SARS campaigns: 
2.1) Taxpayer education workshops are currently only advertised online on the small business 
website and bookings for these workshops are also online. 
2.2) Information about which dates mobile tax units will be at various towns is also online on 
the small business websites. 
3) The negative perception of services delivery at government offices including SARS offices, 
whether perceived or real, makes people reluctant to approach the SARS office for help.  
The next chapter provides the overall summary and conclusions drawn from the research. 











CHAPTER 6: SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 
 
6.1 SUMMARY OF FINDINGS 
 
This chapter presents the summary and conclusions of the investigation into the factors that 
affect small business’ tax compliance cost and the effectiveness of SARS initiatives to reduce 
such cost. The chapter then suggests some strategies to SARS for enhancement of these 
initiatives based on findings from the present research, and recommendations for further 
research are also made. The overall aim of study is to understand how the factors of tax 
compliance cost affect a small community of guesthouse owners in Mafikeng in terms of their 
perceived burden of complying with tax laws, and to determine whether some initiatives 
introduced by SARS to reduce tax compliance costs for small business are perceived to be 
effective by them. The study further aims to explain the reasons why these initiatives are 
used/not used. 
 
The study was qualitative and used a case study research design. Participants were guesthouse 
owners and managers purposively selected as they all belonged to the same industry, i.e. the 
hospitality industry. Research questions were answered by means of a questionnaire and semi-
structured, face-to-face interviews with participants. Questionnaires were first administered to 
the participants and then semi-structured, face-to-face interviews were conducted with the 
owners of the guesthouses who agreed to be interviewed. The interviews were used as a means 
to add detail and obtain clarity from the responses to the questionnaire. Tables were used to 
present the findings from the questionnaire, and a thematic analysis was used to analyse data 
from the interviews. The data from both the questionnaires and interviews was analysed and 
discussed concurrently.  
 
The first research question was set out in Chapter 1 as:  
How are ‘owner characteristics’ and ‘business characteristics’ as factors of tax compliance 
costs exhibited in the population under investigation and how do these factors influence the 
cost of complying with taxes for this population? 
 
The owner characteristics evident from the population in this study were level of education, 
skills, confidence and attitude of owners, while the business characteristics were age of 
business and the number of employees. 
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Level of education 
Regardless of the level of education and accounting knowledge, participants still choose to rely 
on the tax practitioner. Only three participants out of the 18 mentioned that they have a 
background in finance. This is expected as most people who run their own business need 
mainly an entrepreneurial spirit. While it is not necessary to have formal education to run a 
successful business, education puts one at an advantage to have better systems in place when 
running the business. Most successful business people rely on their smarts, grit, tenacity and 
determination.  
 
Skills and confidence of owners 
Participants lacked confidence in their own capabilities to handle their own tax matters. 
Participants were scared of completing and filing incorrect information because non-
compliance with SARS requirements results in penalties and fines that reduce much needed 
cashflow. 
 
Attitude towards learning 




Age of business   
Businesses that were older than five years used the services of tax practitioners and this finding 
was in line with the literature.   
 
Number of employees. 
Businesses that had more than five employees used the services of tax practitioners and this 




Research question 2 is stated as: How relevant are the following factors of tax compliance 
costs, and how does it affect the cost of complying with tax laws for the population of guest 
house owners under study? 
• Tax system factors (tax authorities’ interactions, dependency on tax practitioners/external 
service providers, nature of taxes). 
• Accounting system factors (computerised or manual systems, ease of integration into tax 
authority systems).  
  
From the findings of the study, the following conclusions can be drawn in respect of the above 
research question.  
 
Tax system factors 
 
Participants lacked tax literacy to handle their own tax functions and therefore most participants 
outsourced the completion and submission of tax returns to their accountants/tax practitioners.  
 
Participants would rather ask their accountants questions if they do not understand their tax 
matters rather than approach SARS office. Based on the participants’ past experiences when 
interacting with SARS employees, participants were concerned about the lack of knowledge 
and competence of some employees at SARS. It does not appear that there was any 
improvement in the services that SARS offers regardless of concerns and recommendations 
raised by previous studies. However, this is not a generalisation of the competence of the SARS 
office, but of certain individuals within SARS.   
 
Negative experience at SARS offices with regard to long queues, as well as the rude attitude 
of staff made participants reluctant to interact with SARS employees, let alone be interested in 
what the SARS office has to offer.  
 
Participants are only too happy to hand over their tax obligations to a third party regardless of 
how costly it is. They placed trust in their accountants so much that they do not see the need to 
take ownership of their own tax obligations. Their motto appears to be rather pay than have the 




Accounting systems factor 
 
Participants outsourced recording of their accounting records to tax practitioners. Most 
participants knew that their tax practitioners used computerised systems to do the recording of 
the accounting records, and therefore should result in saving of time and fees. However, the 
use of computerised systems may increase cost of compliance because of licence fees. 
 
Research question 3 is stated as: Are the respondents aware of some of the SARS initiatives to 
reduce tax compliance cost of small businesses, and what are the reasons for utilising/not 
utilising these initiatives? Initiatives include taxpayer education workshops, small business 
helpdesk, SARS website, mobile tax units, e@syFile™ employer software, and find a tax 
practitioner? 
 
From the findings of the study, the following conclusions can be drawn in relation to the above 
research question. 
 
It appears that the majority of participants were not aware of these initiatives (qualitative 
statement). Reasons for this could be inadequate advertising of these services by SARS; lack 
of interest also came out from the findings (goes hand in hand with over reliance on tax 
practitioners). 
 
Participants are unknowledgeable of SARS initiatives in that they did not actively seek out 
these initiatives, judging from the reactions of some participants when they were informed of 
the available initiatives SARS implemented for small businesses by the researcher during 
interviews.  
 
SARS keeps introducing initiatives to help small businesses to reduce tax compliance costs; 
however, it does not seem that these initiatives reach the intended recipients in terms of how 
(i.e. explaining these initiatives to an ordinary man in the street in a simple manner, in a 
language that they would understand and also explain the reasons why and what do they hope 
to achieve by introducing these initiatives) and where (i.e. are these initiatives communicated 





Previous research on tax compliance cost studies has shown that owners who run their business 
themselves do not have time to be learning about tax compliance. This is also what most 
participants mentioned in this study. Participants are not aware that the taxes they pay afford 
SARS an opportunity to offer these free services. The business owners were not aware that the 




The overall conclusion of the present study in terms of understanding the influence of the 
factors that affect small business’ tax compliance cost for this population of guesthouse owners 
in Mafikeng is that some owner characteristic factors appear not to play a major role 
(education), while factors such as attitude and skills of the business owners do affect tax 
compliance cost. It is clear that the attitude of being unwilling to learn about taxes and a lack 
of confidence in own skills to handle the tax functions, affect compliance cost negatively. With 
regard to business characteristics, findings were consistent with the literature (number of 
employees and age of business results in increased compliance cost). Tax and accounting 
system factors are still very relevant for this population. Tax compliance costs are still a burden 
because of reliance on tax practitioners from preparation of accounting records to submission 
of tax returns. Participants would rather have their tax practitioners interact with tax authorities. 
Lack of tax knowledge and interest in taxes and an unwillingness to spend their own valuable 
time to be involved in tax and accounting matters were the main drivers for the over-reliance 
on tax practitioners. 
 
In evaluating the effectiveness of SARS initiatives to reduce tax compliance cost, it was found 
in the present study that none of the participants utilised the initiatives introduced by SARS to 
reduce tax compliance costs. This is mainly because participants were not aware of the 
initiatives SARS introduced to reduce tax compliance costs of small businesses, mainly 
because they relied on the services of external practitioners while they focused on their core 
business. As to whether the awareness of these initiatives would lead to their utilisation, only 








The sample size of this study was 35 guesthouses; however, only 18 participants agreed to 
participate in this study. Therefore, the results of this study cannot be generalised to all small 
businesses in South Africa or even all guesthouses in Mafikeng, but it does add to our 
understanding of the tax compliance cost burden of small businesses and the literature in the 
field of tax compliance costs.  
 
6.3 RECOMMENDATIONS FOR IMPROVING AWARENESS OF SARS INTIATIVES  
 
1) SARS has introduced initiatives to empower business owners to handle tax matters on their 
own, but it does not look like these initiatives reach the intended recipients. For example, SARS 
provides free taxpayer education workshops, but currently these are only advertised on the 
SARS website. Participants suggested that these taxpayer education workshops should be 
advertised on various platforms, such as radio, television, newspapers, all forms of social 
media, as well as billboards on major national and provincial roads similar to what SARS does 
when they announce the opening of the tax season for individuals. 
 
2) SARS needs to find ways to consistently review its community outreach services to improve 
their services to meet the small businesses needs in terms of business location and education 
level of the owners. We still live in an era where some people who own informal or formal 
small businesses are either illiterate or have low levels of education, including financial 
literacy. Therefore, SARS needs to intensify current public awareness campaigns at shopping 
malls, taxi ranks, to include coffee shops and restaurants, “chisa nyama’s”, and charismatic 
churches. Some of the coffee shops and restaurants, “chisa nyama”s around the townships host 
empowerment workshops such as personal financial management, how to invest your stokvel 
monies etc. during weekends. Most business people would make time to go to these events as 
some small businesses in the townships take turns to hosts stokvel events at their businesses 
every month end on Saturday or Sunday afternoons. Some of the charismatic churches hold 
events such as youth camps, men’s conference and ladies’ nights, etc. because some business 
people will make time to go to church on Sundays regardless of their busy schedules during 
the week. SARS could consider sponsoring speakers at these events as a way of showing the 
public they are putting their taxes to good use.  
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3) SARS is continuously moving towards digitalisation of its services. They can appoint a 
social media team that will help in identifying ‘brand influencers’ and ‘content creators’, and 
could use these resources to advertise these initiatives. 
4) The use of webinars has gained traction during the 2020 Covid 19 pandemic; SARS can use 
this opportunity to further reach the public going forward. 
 
6.4 RECOMMENDATIONS FOR FURTHER RESEARCH 
 
 
Further research could include a similar study on the awareness and effectiveness of the 
initiatives in small business in different industries or different geographical areas in order to 
add to or support the findings from the present study. In a study using larger samples, statistical 
analysis could be used find correlations between different factors of compliance cost and other 
variables. Research can also be conducted to include other initiatives that were not investigated 
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 Appendix A: Consent letter and questionnaire  
 
The effectiveness of South African Revenue Service (SARS) initiatives to reduce tax 
compliance costs: A case study of guesthouses in Mafikeng 
 
 
Date: 17 September 2019 
 
I am a lecturer at the School of Accounting at the North-West University (Mafikeng Campus). I am also 
registered for a master’s degree in Taxation (student number 200824349) at the University of 
Johannesburg. The topic for this research is “The effectiveness of South African Revenue Service 
(SARS) initiatives to reduce tax compliance costs: A case study of guesthouses in Mafikeng”. 
Fieldworkers will be used to collect data from guesthouses in the area on my behalf. The purpose of 
this research is to learn as much as possible about the experiences of guesthouse owners with regard to 
the initiatives that SARS introduced to reduce tax compliance costs of small businesses in general. The 
aim of the research is to provide stakeholders with additional literature and findings on taxpayers’ 
experiences of SARS initiatives in order to understand taxpayers’ needs and challenges in managing 
their tax obligations. 
 
I hereby request your participation in my research project. By agreeing to complete my questionnaire, 
you give your consent that the information provided may be used in the research. Please note that no 
personal information will be shared and that all participant details will be kept confidential and will 
only be used for the purposes of the research. Participation is entirely voluntary and you may at any 
time during the completing of the questionnaire choose to withdraw from the research.  
 
Should you have any queries or comments regarding this study or want to request a copy of the results 
of the study, you are welcome to contact me telephonically at (018) 389 2046 or email 
27911373@nwu.ac.za. My supervisor is Prof M Bornman, and her telephone number is (011) 559 3873 
(work) or email mbornman@uj.ac.za. My co-supervisor is Mrs P Ramutumbu, and her telephone 
number is (011) 559 5125 (work) or email pramutumbu@uj.ac.za. The ethical clearance code for this 






Ms AS Sekgota 
 







College of Business and Economics 
University of Johannesburg 








The purpose of this section is to determine your background information. 
Choose/select the most appropriate answer by marking the appropriate block with an X.  
 
Name of guesthouse: 
1. Title/position within the organisation/guesthouse 
 Owner 1 
 Manager 2 
 
2. Age of business/how long have you been operating the business? 
 Less than a year 1 
 1-5 years 2 
 More than 5 years 3 
 
3. Number of employees 
 2 or less 1 
 3-5 employees 2 
 More than 5 employees 3 
 
4. Education level: Highest level of qualification 
 Less than matric/grade 12 1 
 Matric/grade 12 2 
 Diploma/degree (finance related) 3 
 Postgraduate degree/diploma (finance related) 4 
 Diploma/degree (non-finance related) 5 
 Postgraduate degree/diploma (non-finance related 5 
 
5. Type of system used to record accounting information. 
 Computerised 1 











1. Which type of taxes is the business registered for? Please select as many boxes as applicable. 
 VAT  1 
 Income tax/provisional tax 2 
 Employees tax/PAYE  3 
 Turnover tax 4 
 
2. Who completed the registration for the business for the taxes selected above? 
 Myself (owner, manager) 1 
 Friend/family 2 
 In-house tax practitioner/bookkeeper/accountant 3 
 External tax practitioner/bookkeeper/accountant 4 
 
3. Who prepares and submits the VAT returns or income tax returns or employees’ tax returns or 
turnover returns on behalf of the business to SARS? 
 Myself (owner, manager) 1 
 Friend/family 2 
 In-house tax practitioner/bookkeeper/accountant 3 
 External tax practitioner/bookkeeper/accountant 4 
 













5. Which of the following initiatives to assist small business by SARS are you aware of? Please select 
as many boxes as applicable. 
 Small business desk 1 
 Small business website online 2 
 Mobile tax units 3 
 Workshops 4 
 None of the above 5 
 
6. Would you be willing to be interviewed by the researcher if further information is needed for the 
purposes of this research? If YES, please provide your telephone/mobile contact numbers.  
 
 






























1. When did you start using a tax practitioner?  
2. Why did you choose to use a tax practitioner? 
3. Have you tried on your own first to do your own registration, prepare and submit your tax returns? 
Yes, how was the experience? Any challenges? No? Why not? 
4. Do you realise that if you can capture your own accounting records, you would be able to reduce 
the fee that you pay the tax practitioner? Please explain why your answer is Yes or No 
5. Have you ever heard of the following initiatives? Taxpayer education workshops, small business 
helpdesk, SARS website, mobile tax units, e@syFile™ employer software, and find a tax 
practitioner? I know that you have mentioned in the questionnaire that you are not aware, but 
I just need to explore this further again by asking this question during this interview. 
5.1. Now that you are aware of small business helpdesk, would you approach them for help with your 
tax matters? Please explain why your answer is Yes or No 
5.2 Would you attend taxpayer workshops? Please explain why your answer is Yes or No 
5.3 Would you visit the small business website? Please explain why your answer is Yes or No 
5.4 Have you heard about mobile clinics/ mobile tax units? 
5.5 Would you use the e@syFile™ employer software for employees’ tax for use in your business 
now that you are aware of it? Please explain why your answer is Yes or No. 
5.6 Would you use the “find a tax practitioner” initiative? Please explain why your answer is Yes 
or No. 
5.7 Do you know anyone who uses these initiatives? 
5.8 Have you heard about turnover tax?  
5.9 Would you be interested in learning more about turnover tax? Please explain why your answer 
is Yes or No. 
 
 
